PROCEEDINGS 


OF THE 


ACADEMY OF POLITICAL SCIENCE 


Volume XX] MAY 1942 [No. 


WINNING THE WAR 


A SERIES OF ADDRESSES AND PAPERS PRESENTED AT THE SEMI-ANNUAL 
MEETING OF THE ACADEMY OF POLITICAL SCIENCE 
APRIL 8, 1942 


EDITED BY 


JOHN A. KROUT 


THE ACADEMY OF POLITICAL SCIENCE 
COLUMBIA UNIVERSITY 
1942 


| 

| 

| 


| 


COPYRIGHT BY 


THE ACADEMY OF PouLITICAL SCIENCE 


| | 
| 
| 


PREFACE 


r NHE addresses and discussions recorded in the following 

pages should be read as a sequel to the PROCEEDINGS 

of the Academy of Political Science for 1941. A 
year ago there was deep concern over the progress and pros- 
pects of the national defense program; there was also great 
confusion of counsel in the various attempts to define the 
danger against which America was preparing. Today that 
danger stands revealed in all its shocking enormity. To meet 
it will require every resource which this nation has at its com- 
mand. Already the economic implications of the struggle have 
become insistent, none more so than the question of how to 
finance the war without pushing the cost of living up to un- 
precedented levels. 

The Academy, at its Semi-Annual Meeting in New York 
City on April 8, 1942, discussed the probability of such an 
inflationary trend, giving particular attention to the influence 
of tax policies, industrial expansion, governmental borrowing, 
and legislative control of wages and prices. 

The officers and members of the Academy are deeply in- 
debted to the speakers, who participated in the various confer- 
ences, and to the Committee on Program and Arrangements: 
W. Randolph Burgess (Chairman), Miss Ethel Warner (Di- 
rector), Frank Altschul, James G. Blaine, Nicholas Murray 
Butler, Frederic R. Coudert, Lewis W. Douglas, Leon Fraser, 
Pierre Jay, Thomas W. Lamont, Charles Merz, Shepard Mor- 
gan, George Roberts, James T. Shotwell, Alfred P. Sloan, Jr., 
George A. Sloan, Eliot Wadsworth, Leo Wolman. 
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PART I 
WAR FINANCE AND INFLATION 


INTRODUCTION * 


WESLEY C. MITCHELL, Presiding 


Professor of Economics, Columbia University 
Director, National Bureau of Economic Research 
Trustee of The Academy of Political Science 


the Academy of Political Science which is now in its 
sixty-second year. This session is to be devoted to a 
discussion of war finance and taxation. 

You have come to hear the distinguished speakers who are 
to address you. As presiding officer, my function is merely 
that of introducing these gentlemen. You wish to hear them, 
not me. 

The first speaker on the program, Professor Robert M. Haig, 
of Columbia University, will discuss “The Next Tax Bill”. 
Professor Haig! 


| HAVE the honor to open the semi-annual meeting of 


* Opening remarks at the First Session of the Semi-Annual Meeting. 
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THE NEXT TAX BILL 


ROBERT MURRAY HAIG 
McVickar Professor of Political Economy, Columbia University 


HEN the program for this semi-annual meeting was 
announced, an old and valued friend of our Acad- 


emy, a very distinguished lawyer, sent to its Direc- 


tor a letter which reads in part as follows: 


All of the topics mentioned are important and worthy of a place on 
your program. From my own standpoint, I think more emphasis could 
be placed on taxes. Your heading on taxes is “ The Next Tax Bill”. 
That might mean simply somebody making an address as to what the 
bill will probably contain. From my point of view that is not enough. 
Unfortunately, we are engaged in two fights in this country. The first 
and, obviously, the vital one is to win the war against our foreign 
enemies. The second is to keep the revolutionaries in our midst from 
using the war as an excuse to change permanently our political and 
economic life. 

One of the easiest ways to bring about such a change is the tax law. 
It can be so used that it can kill the profit motive in our economic life. 
It can be so used that it can kill all private charities by so limiting 
private incomes that private support for charities becomes, as a prac- 
tical matter, impossible. There are other fundamental implications in 
any tax law where serious effort is made to use the tax machinery to 
accomplish allegedly socially desirable objectives. 

My best guess is that just about the time you are holding your 
meeting... the tax question will be very hot. No one can, of course, 
prophesy accurately as to the course this bill will take, but the best 
advice I get is that probably by April 8th the bill will either be before 
the House for action or will have passed the House and be before the 
Senate Committee. 

If this guess is not correct, probably the bill will not be that far 
advanced. 

In other words, it now looks as though April 8th would be a splendid 
time to put the spotlight on the tax bill and its implications, socially 
and economically. 


In preparing what I have to say to you this morning I have 


kept this letter constantly in mind. Here is a patriotic, able 
and intelligent citizen who wants to win the war but as he 
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approaches the tax problem he is profoundly disturbed by 
doubts and fears. His particular doubts and fears may not be 
identical with our own; but we are all afraid of possible Sene- 
gambians in this particular woodpile and want to be reassured 
that some of the things we really care about will not be wit- 
tingly or unwittingly damaged by the provisions of the next 
tax bill. 

Certainly at the present juncture the tax question is “ very 
hot’ and it promises to become much hotter during the weeks 
that lie ahead, as the measure assumes more definite form and 
as its implications for our individual interests become more 
apparent. On this path one can take only a few steps before 
the coals of controversy begin to glow and soon they become 
so numerous that no foot, however agile, can hope to avoid 
them. We all want to win the war but we have widely differ- 
ing notions of what will be most helpful and least harmful. 
Not only do we attach different values to different minor ob- 
jectives but we disagree as to the relative efficacy of the avail- 
able means for reaching those objectives. The more serious 
the student of taxation the more conscious is he likely to be of 
the inadequacy of his knowledge of what happens when a tax 
is imposed. Even under normal conditions, if ever there be 
such, his assertions regarding the probable shifts and reper- 
cussions are necessarily tentative and subject to qualifications. 
Under war conditions, he is indeed a brave man who dares to 
be dogmatic in his predictions as to the effects upon economic 
behavior of various alternative tax policies. However, unfor- 
tunate though it be, our debate must take place largely in 
terms of more or less remote repercussions, in terms of the 
probable effects, of this or that tax measure upon the dispo- 
sition of individuals to work, to save and to risk, under the 
abnormal and disturbed conditions of a war economy. 

I agree with the writer of this letter that my address should 
not be merely an attempt to forecast the content of the next 
tax bill. For one thing we have as yet very little on which to 
base prognostications. The Revenue Act of 1942 is not making 
rapid progress and is today at a much less advanced stage than 
seemed probable when this Academy program was arranged. 
It was on January 7 that the President in his budget message 
for the fiscal year 1943 called for additional tax revenues of 
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$7.0 billion, including $2.0 billion of increased social security 
taxes." He called for a “ well-balanced program which takes 
account of revenue requirements, equity and economic necessi- 
ties.”’ Progressive taxes, which he described as “ the backbone 
of the Federal tax system’”’, should be strengthened and various 
loopholes closed. But the program, he said, should also “ in- 
clude measures to combat inflation”, and he urged the con- 
sideration of “income taxes collected at the source, payroll 
taxes and excises.” It was on March 3 that the Secretary of 
the Treasury offered to the Committee on Ways and Means 
his suggestions for carrying into effect the President’s recom- 
mendations.? Calculated to produce $7.6 billion, aside from 
social security taxes, the suggestions contemplated that more 
than 80 per cent of the new money be secured from the cor- 
poration taxes and the personal income tax (with no lowering 
of the personal exemptions). In some respects the suggestions 
were detailed and specific, as for example in the case of the 
rate schedules for the income taxes and the estate tax. In 
other respects the suggestions were vague and general, as for 
example in the case of the recommendation that corporation 
taxes in excess of 80 cents in the dollar be held by the govern- 
ment in a reserve to be returned after the war. The Secretary 
included in his list of suggestions the elimination of the tax 
exemptions applicable to state and local securities (including 
issues Outstanding), the elimination of percentage depletion, 
the elimination of separate returns for married persons, as well 
as changes in the treatment of capital gains, insurance-company 
income and pension trusts. He also asked for authority to 
institute, on a limited basis, a system of collection at source for 
the personal income tax. Upon receiving these Treasury sug- 
gestions, and without first drafting a definite bill, the Com- 
mittee on Ways and Means proceeded to hold public hearings. 
After five weeks, these hearings are still under way. It is 
reported that some fifty witnesses remain to be heard. A fort- 
night ago one committeeman observed that it was “ rather 
evident that this revenue bill will not become law before June 


1 New York Sun, January 7, 1942. 


2 Unrevised Revenue Revision of 1942. Hearings before the Committee on 
Ways and Means, House of Representatives, Seventy-Seventh Congress, 
Second Session (hereafter referred to as “ Hearings”), Part I, 1 et seq. 
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15th,” * and present estimates fix September as the earliest date 
for the passage of this legislation. 

Not only is final action a long way off but it seems probable 
that very substantial modifications will be made in the Treasury 
suggestions even before the first draft of the bill emerges from 
the Committee on Ways and Means. The record of the Com- 
mittee hearings has already mounted to more than two thou- 
sand printed pages. The testimony is devoted largely to the 
hearty and reiterated disapproval of the Treasury’s sugges- 
tions, and it is obvious from the comments of the members 
themselves that the executive sessions of the Committee on 
Ways and Means will be no polite tea party. On April 6, the 
ranking minority member rose in the House of Representatives 
to observe that $7.6 billions of new revenue was perhaps too 
much to seek now and that, since posterity would benefit from 
the war, it should bear a larger proportion of the cost. We 
shall await with interest further information as to how he 
proposes to accomplish this feat of legerdemain. 

In view of the situation just described, it would be a fruit- 
less task to attempt to trace the probable evolution of the still 
nonexistent tax bill; rather, I propose to devote the available 
time to the consideration of the general question of what kind 
of a tax bill we should desire, if it is to be adequate and well 
fitted to the situation we face in the immediate future. In the 
course of such a discussion it will be possible to pass judgment 
incidentally on some at least of the Treasury suggestions. 

“To win the war against our foreign enemies ” is obviously 
the objective to the achievement of which everything, if neces- 
sary, must yield. To that all will agree. Diversion of our 
resources to war, diversion at as rapid a rate as possible and 
diversion continued at this maximum rate until, if extremity 
demands it, our full war potential has been translated into 
actual military power is the program that lies before us. For 
each individual this program means sacrifice. More economic 
effort than usual and less reward in terms of present economic 
consumption than usual are called for. Total war implies a 
willingness on the part of everyone to fight and to work; it 
implies also a willingness to sacrifice, a willingness to do with- 


8 Mr. Boehn, Hearings, p. 813. 
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out almost everything for the period of the war. A suitable 
plan of war finance and taxation will facilitate and certainly 
not retard this process of complete economic mobilization. 

However, this process of mobilization for total war, of work- 
ing harder and more intelligently, and accepting pay in tanks 
for the army rather than in automobiles and refrigerators for 
ourselves, is affected to a much greater extent than is com- 
monly realized by considerations of equity. Until the point of 
complete mobilization is reached—the point at which everyone 
is giving all he has to working or to fighting, and is consuming 
nothing but that approximately uniform ration that is essential 
to maintain his effort—so long as something less than his 
utmost is required of each of us, it is exceedingly important 
that burdens be distributed fairly. In the effort to stimulate 
people to work harder and accept less, nothing is more fatal 
than the prevalence of a feeling of injustice—a conviction that 
sacrifices are being inequitably distributed. To secure full pro- 
duction, we must insure equality in sacrifice. 

The implications of this for taxation in wartime are clear. 
It does not suffice to arrange the taxes with an eye single to 
the direct and immediate effects on production. It is necessary 
so to arrange the taxes that an acceptable pattern of sacrifice 
will result. Otherwise the indirect repercussions upon produc- 
tion, arising from disaffection and withheld effort, may easily 
offset completely the effect of any special tax preferentials 
designed to stimulate production. 

If, then, it is important that the tax program be one that 
results in a pattern of sacrifice in harmony with the com- 
munity’s notion of equity, what is that pattern of sacrifice? 
If it could be reduced to a series of specific propositions, I ven- 
ture to suggest that the following statements would find a place 
in the list: Do not call upon us for uSeless and unnecessary 
sacrifice. Do not allow some of us to enrich ourselves through 
the sacrifices of others. At the peak of the war effort, call on 
each of us for our utmost. During the period of incomplete 
diversion, ask sacrifices from each of us according to our 
strength. The last proposition seems to me to imply progres- 
sion and it seems to imply this to most people. 

One of the most striking developments of the present war is 
the widespread acceptance of the conclusion that the pattern 
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of sacrifice that results from inflation is indefensible, and that 
the damage to the economy from radical increases in prices is 
so serious as to justify the adoption of extreme methods of 
prevention. The President has placed himself on record with 
the statement that “ Any tax is better than an uncontrolled 
price rise.’ * Professor A. G. Hart, in his testimony before 
the Committee on Ways and Means,’ said that “If the dilemma 
is between sales taxes and inflation, I have a very mild relative 
preference for a sales tax.” Mr. Gustav Stolper, in a recent 
article, regards it as desirable to abandon ability to pay as 
the guiding consideration for tax policy and favors a general 
sales tax as a weapon with which “ to combat the n:euster of 
inflation ’’, in “ the protection of ... [the] poorest and weakest 
members of our society.” 

We have seen that in seeking a tax plan that will facilitate 
the process of complete economic mobilization to win the war, 
considerations of equity entered to complicate the problem. 
We now see that in seeking a tax plan to achieve a second great 
objective, the prevention of inflation, the problem of equity 
again intrudes. We are against inflation largely because it is 
so inequitable and to combat it we are urged to consider tax 
measures of a regressive character on the ground that, bad 
though they may be, inflation would be worse. 

Some students of the problem appear to take the position that 
it is desirable to seek out, identify and confiscate the specific 
increases in purchasing power that are causing the difficulty. 
It is the wage-earners, they say, who are in receipt of this 
troublesome increment of purchasing power: take it away 
from them. The consequences for production as well as for 
equity of such a course of action are very obvious. Because 
our salaries have not increased, shall you and I be asked for 
no tax to combat inflation, while the worker, who was pre- 
viously on half-time or on relief, is asked to surrender his in- 
creased earnings? If we want him to continue at work, we 
cannot ask this. It is necessary to leave him in possession of 
such portion of his increased wages as may be necessary to 


4 New York Sun, January 7, 1942. 
5 Hearings (March 18, 1942), p. 609. 
® New York Times, March 15, 1942. 
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place him in an equitable position as compared with other 
workers similarly circumstanced as to income; you and I will 
have to surrender sufficient purchasing power to offset the 
amount. 

The adequacy of the Treasury suggestions to meet the ob- 
jective of preventing inflation is a topic which I understand 
will be discussed by others on this program. Suffice it to say 
here that all of the analyses that have come to my notice indi- 
cate that the suggestions fall seriously short of what is re- 
quired. Apparently the Treasury itself has refrained from 
offering any explanation of the figure of additional revenues 
for which it is asking and has studiously avoided announcing 
any conclusions it may have reached as to the amount of the 
inflationary “ gap” that needs to be closed by taxation. 

The apparent inadequacy of the sum suggested by the 
Treasury does not reflect credit upon the taxpayers of the 
country in general. The sum doubtless represents a political 
judgment as to how much the country will “stand” in fresh 
taxation at this juncture. It is known that several months ago 
the Treasury approached the committee with a suggestion for 
a substantial withholding tax to combat inflation and was re- 
buffed. Perhaps we are not even yet prepared to accept the 
financial implications of total war. Or perhaps we only await 
less timid leadership. 

As between the withholding tax with lower exemptions and 
the sales tax as methods of absorbing purchasing power in 
fighting inflation I fail to see any substantial advantages in the 
sales tax that could not be achieved by the withholding tax. 

I hesitate to register any personal judgments on the Treasury 
suggestions in this address where limitations of time preclude 
extended analysis or discussion. However, something of the 
sort appears to be called for and I shall proceed to state them 
quite baldly. In general the suggestions seem to me to be open 
to criticism on the ground that they are inadequate, timid 
and full of compromises. So far as they go they are, on the 
whole, very good, but they do not go far enough. I should 
prefer a stiff withholding tax, made applicable at once instead 
of the milk-and-water substitute suggested. I should prefer 
no taxes on ordinary corporate income except such as might 
be called for to meet the undistributed profits problem. The 
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proposed repeal of the capital stock and declared excess profits 
tax is commendable. The excess profits tax rates might well 
be made even higher if arrangements were made to protect 
certain industries like steel and machine tools which will prob- 
ably suffer heavy losses in the post-war era. Capital gains, in 
my judgment, should be taxed as heavily as other income. The 
tax exemption in the tax of state and local securities should 
have been abolished, in my opinion, long ago, but I shrink 
from withdrawing the privilege from issues already outstand- 
ing. Percentage depletion is a scandal and life insurance com- 
panies have for many years been the undeserving beneficiaries 
of an unfortunate court decision. It seems to me ridiculous 
that my federal income tax liability would be substantially cut 
if I were to move from New York to some community property 
state, and I am not particularly disturbed by the threat to the 
institution of holy matrimony alleged to be hidden in the joint- 
return proposal. 

It must impress everyone as extremely unfortunate that the 
consideration of the pending revenue measure must be ap- 
proached in an atmosphere permeated with distrust and an- 
tagonism. However, it is undeniable our past history has be- 
queathed to the present an unsavory heritage of suspicion and 
bitterness. Whether justified or not, many citizens of sub- 
stance undoubtedly approach any financial proposal emanating 
from the present administration with an uneasy feeling that 
there is something more involved than meets the eye. Over 
the years political power has on many occasions been ruthlessly 
used for financial advantage in this country. Few of the 
parties-in-interest can come to the council with clean hands. 
Agriculture, labor, mining, industry, banking, insurance, rail- 
roads, public utilities, all have episodes in their past which 
would not have occurred had they had a proper regard for the 
common good. Standards in the tax field have been very low. 
Taxation has been a rough game. To seek special advantage 
has been considered good form. Each has justified his own 
lapses by pointing to the lapses of others. As a consequence, 
we are ill prepared to codperate in a supremely important joint 
enterprise of economic mobilization. However, the time now 
approaches when the atmosphere must be cleared and special 
interests must be subordinated for the salvation of the country. 
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In Churchill’s language: “If the present quarrels with the 
past, there can be no future.” 

Thus the new Revenue Act of 1942 will constitute an im- 
portant test of our ability to use our democratic political 
mechanism to achieve a vital economic objective. We are, I 
take it, agreed on our main immediate objectives. We are 
admittedly ignorant of much in the way of technical knowledge 
that it would be useful to have available in formulating a fiscal 
program to achieve these objectives. We are divided in our 
special interests. We are divided on many of our more remote 
objectives. We are somewhat distrustful of each others’ mo- 
tives and, on the record, rightfully so. Under these conditions 
can we or can we not achieve substantial unity? Complete 
unity, of course, cannot be hoped for; at best compulsion in 
some measure will have to be resorted to. But compulsion 
dampens ardor and destroys initiative badly needed in the war 
effort. Can we not reasonably hope for a minimum of com- 
pulsion and for a degree of unity sufficiently high to insure 
no great impairment of our effectiveness in waging war? Upon 
our ability to agree on a pattern of sacrifice to be written into 
the next tax bill, the future of our country and our very lives 
may depend! 


REMARKS BY THE CHAIRMAN 


CHAIRMAN MITCHELL: Our second speaker is Professor John 
Maurice Clark, Professor of Economics at Columbia, and also at 
present Consultant in the Office of Price Administration. In his 
analysis of the “ Problems of Price Control”, Professor Clark speaks 


as an individual and not as a member of a federal agency. Professor 
Clark! 
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PROBLEMS OF PRICE CONTROL 


J. M. CLARK * 


Professor of Economics, Columbia University 
Consultant, Office of Price Administration 


1. Summary 


r i N\HE main burden of my argument can be briefly sum- 
marized. 

This nation is definitely embarked on mobilization 
for war, on the front of physical effort for war production. 
It is not so mobilized on the front of prices, incomes and bar- 
gaining, which comes to a focus in the problem of inflation. 
That second mobilization is our next big job, and it is urgent. 
The most important thing to understand about price control at 
this moment is how it fits in as part of. the larger business of 
putting the economic side of this country’s life on a total-war 
footing. 

The struggle against inflation is facing a crisis. Continua- 
tion of piecemeal policies, with each pressure group and each 
single labor union receiving separate treatment, will spell fail- 
ure. The one chance of success lies in an all-out comprehensive 
national program including the strongest practicable measures 
on every front. In such a program the keynote should be the 
sharing of necessary sacrifices among all groups and interests. 
This needs to become a matter of reality and not lip service. 

It appears probable that such an all-out program would 
require, as one necessary part, the strongest measures of direct 
price control of which the Office of Price Administration is 
capable, extended as rapidly as they can be extended, because 
time is of the essence. Direct price controls are mere mechan- 
isms; and I do not believe there is any mechanism which, as a 
mechanism, is guaranteed to cure inflation in a situation like 
the one we now face. We shall be operating in the realm of 


1 Views here expressed are the personal views of the author, and do not 
necessarily reflect the official position of the Office of Price Administration 
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mechanisms which will work only if they are made to work by 
a united people who understand that the program of which they 
are a part represents the least harmful way of sharing sacri- 
fices which must be shared in one way or another, and which 
will be shared less equitably and more harmfully if continued 
disunity ends in a runaway inflation. 

What I chiefly wish to do today is to try as earnestly as I 
can to make some small contribution to the mood of under- 
standing codperation which is necessary if we are to escape 
calamity in this vitally important field. 


2. The Crisis in the Struggle against Inflation 


To many of you the urgency of the crisis on the inflation 
front will be no news. According to the best forecasts avail- 
able, consumers’ dollar incomes free to go looking for goods 
in the markets will in 1942 exceed the shrinking volume of 
goods looking for buyers (measured at current prices) by $15 
billions on the most favorable possible assumptions. This takes 
account of pending treasury proposals for increased taxes, and 
for expected savings, including subscriptions to defense bonds, 
and does not allow for any general increase in wage rates. 

But the first moves toward such a general wage increase 
have already been made. In such a case, the first increases are 
likely to come in highly profitable industries and to be justified 
as non-inflationary on the ground that the employer can absorb 
them out of profits, without raising prices. Ultimately, wages 
in other industries will have to be brought into line, even if the 
industry cannot absorb them. In each case a decision “ on the 
merits of the individual case” will find ground for a wage 
increase. 

A fresh round of increases, similar to that of last spring, 
could increase the discrepancy between goods and potential 
dollar demand, let us say, to something like $25 billions. But 
this would have further effects. It would force up many prices 
directly, since these wage increases could not be absorbed by 
industry to anything like the extent to which last spring’s in- 
creases were absorbed. This includes prices entering into farm 
parity, and the natural result would be further increases in 
farm prices strongly affecting the cost of living and giving rise 
to fresh wage demands, which this time would not wait a year. 
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If we get well launched on this kind of “ vicious spiral”, there 
is no basis for estimating the probable extent of inflation. No 
limit could be set. If all this took full effect on prices (as we 
all hope it will not), the cost of living, which as of February 
has risen 12 per cent to 13 per cent from its 1940 level, could 
climb to 150, 170 or more by the end of 1942. 

Our realization of the extent and seriousness of this crisis 
appears to lag behind the need for action. But we cannot 
afford to have it lag too far behind. The price indexes are 
moving upward steadily, but are not yet accelerating alarm- 
ingly. They do not yet show the full gravity of the situation, 
and when they do, it will be too late. Shortages of goods are 
in the headlines, but we have only barely begun to feel their 
real impact in our everyday lives. 


3. Economics Converts Its Mental Machinery 


A more serious matter is the slowness with which these 
shortages, and the bigger things they stand for, take effect on 
people’s economic thinking. Both professional and popular 
economics have had some transformations to make in the past 
few years. Broadly speaking, this generation inherited a tra- 
ditional economics in which the limits on wealth were thought 
of as the limits of physical power to produce it, while the 
money mechanism and the flow of money incomes could, in 
effect, be left to take care of itself. Since 1930 this economics 
of physical production has been dethroned by an economics in 
which the limits on wealth are thought of ‘as residing in the 
flow of money incomes, while the relation between this and 
physical production is, in substantial effect, left to take care of 
itself. 

Now the economic system has developed a split personality, 
so that we might expect a schizophrenic economics.* There is 
the war sector of the economy, where we are using monetary 
expansion to expand physical production, but against narrow 
limits of technical capacity; and there is the civilian sector, 
into which the added money finds its way, and where the limits 
on physical production are still more rigorous. So there is the 
split between the war and the civilian sectors of the economy; 


2 Since writing the above in my notes, I discover that “ E. J.”, in the April 
issue of Fortune, p. 18, has used the term to describe the attitude of labor. 
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and the split between the limits on physical output and a poten- 
tially unlimited monetary demand; and especially between the 
flow of private money income arising in connection with total 
production, and the flow of goods in the shrinking civilian 
sector; and there is the split between the requirements of this 
situation and our habitual ways of looking out for our interests, 
via the getting and spending of money. Formerly, this was 
merely a conflict over the division of the nation’s product; now 
it can explode the whole price structure. 

The present phase of the crisis has, at least temporarily, 
healed the chief schism among professional economists. Con- 
servative and “ Keynesian” alike can see that current deficits 
are almost entirely inflationary and that we are in an economy 
in which the limits are those of goods, not money. Ten months 
and more ago there was sharp disagreement between those who 
wanted to be sure we got all the butter there was to get out of 
the defense boom, and those who thought that a little less 
butter might help toward getting more guns. But that is now 
ancient history; and economists faced with the facts of the 
present situation show, on the whole, a high degree of agree- 
ment. 

It is mostly popular thinking and action that show symptoms 
of schizophrenia. Underlying it all is the split between a 
patriotic attitude toward war work or war service, and self- 
interest as usual, or pressure-group politics as usual, in all 
things that concern economic distribution or economic sharing. 
And self-interest-as-usual finds a convenient cloak in the con- 
fusions created by the split between thinking in terms of money 
and thinking in terms of goods. 


4. Money-Thinking vs. Goods-Thinking 


Most of us are still mentally adjusted to a world in which 
more money will buy more goods, and the cure for a shortage 
of goods is to get more money. That world came to an end 
sometime about last June when the demands of defense began 
to encroach increasingly on civilian supplies. 

Even before this turning point was reached, the power of 
more dollars to buy more goods was more limited than many 
realized. Civilians were buying more than ever before; but 
out of their added dollar incomes one might say, very roughly, 
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and with no claim to accuracy, that about one third went into 
increased savings and tax payments, one third into increased 
physical volume of consumer purchases, and one third into in- 
creased prices. This was long before we reached a condition 
of “ full employment ”’, so often mentioned as the point where 
inflation begins. 

From now on, we may roughly estimate that the supply of 
consumer goods will be reduced from $74 billions in 1941 to 
something like $64 billions in 1942, measured at 1941 prices. 
The curtailment is likely to be more rather than less, as the 
war program expands. This is the basic fact to which every- 
thing else must adjust itself, including our system of prices 
and dollar incomes; and it appears to be very hard for the 
American people to realize that these dollar incomes are merely 
the counters which we use to divide among the people the 
goods available for them to consume, and the savings which 
they are able to accumulate. With supplies of civilian goods 
decreasing, the power of our dollar incomes to buy goods must 
decrease. About this there is no option. The only option we 
have is a choice as to the form this decrease takes; and the 
most important thing about the form is whether it distributes 
the shortage as equitably as possible consistent with the para- 
mount need for producing the material of war. 

I believe we shall not get a true perspective on the control 
of inflation until we come to view it as a means to this end. 
Inflation is the least equitable way of sharing shortages. That 
is not the only bad thing about it, but it is the one I wish to 
emphasize today. 

The shortage of goods, in the main, will fall in the less 
essential areas of consumption. There will be curtailments in 
the field of food and clothing, especially if we succeed in com- 
manding sufficient shipping to send our allies supplies com- 
mensurate with their needs. But there will be enough to keep 
the American people in a state of health and vigor. The only 
thing that will create really harmful privation will be if some 
groups succeed in protecting themselves against the general 
curtailment by securing larger money incomes and using them 
to bid up the prices of necessities until they are out of reach 
of the less fortunate groups who have small incomes which 
cannot be increased. It is very hard for groups which do this 
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to realize fully what it is they are doing, chiefly because we all 
of us still think in terms of money rather than in terms of 
goods. 

Increases in profits, salaries, or wages come in the form 
of money from a business, and the particular business may 
have plenty of money to distribute. For the present purpose 
that is irrelevant. There are better things to do with excess 
profits. Businesses that have too much money may be left to 
Mr. Morgenthau. He needs that money. If the workers in 
the particular industry get it, under present conditions, it will 
lead to inequitable and uneconomic disparities in the wage 
structure which will make further trouble. Money is plentiful, 
but it has no meaning unless we can buy goods with it, and it 
is the goods that are scarce. The goods we buy with this 
money may be, in effect, taken away from someone we never 
saw, and someone who may need the goods more than we do. 

Another deep-seated economic idea which is temporarily out 
of place is the idea that if people produce more, they should 
consume more. So they should, in ordinary times when they 
are free to produce things for one another’s consumption. But 
in all-out war, people are not free to do this. They must turn 
out more products, but products of a sort they cannot consume, 
and therefore they must produce more and consume less. They 
must take their reward in the shape of fewer personal comforts 
and a larger share in the growing force of ships, tanks and 
planes which is going out from our factories to defend our 
civilization. 

One tangible evidence of this share in the war effort consists 
of defense bonds. In that form, the people can have more of 
one thing they have always wanted and seldom been able to 
get enough of—namely, an increased margin laid by, above 
current expenditures, on which they may individually realize 
at some future time. This is about the only element in the 
American standard of living in which the demands of war will 
permit a general increase. 

If the various groups of the American people continue to 
think in terms of getting more goods by getting more money, 
the dollar incomes may continue to increase, but they will not 
buy any more goods. They will only buy progressively higher 
prices. It is only as we accept the necessity of curtailed sup- 
plies of goods and think in terms of equitable sharing of these 
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supplies, that there will be a real chance to prevent calamitous 
inflation. To succeed, we must not merely think in these terms, 
but act on our thinking. 


5. Piecemeal Policies Inadequate 


The basic fact is that the farm-price policies embodied in 
present legislation, plus traditional wage policies of organized 
labor, plus profits-as-usual, add up to more than there is going 
to be for the American people to divide. It is the job of the 
Office of Price Administration to try to prevent the resulting 
inflationary pressures from taking their full and disastrous 
effect on prices. But it is a dangerous misconception to sup- 
pose that the Office of Price Administration, by simply impos- 
ing price ceilings, can do the whole job. Under present 
conditions and methods, it seems certain that it can only suc- 
ceed in delaying the movement, and as things are now develop- 
ing this defensive delaying action may become less and less 
effective in the light of the situation as I have already sketched 
it. While one price is being controlled, ten others rise. Price 
ceilings cannot hold prices stable against unlimited increase in 
purchasing power, and no mechanism can hold them stable 
in the face of the combination of a general wage increase and 
a farm-price policy, based on an elastic “ parity ” which acts 
as an escalator. 

There are a few who still hold that price ceilings are un- 
necessary, and that the entire problem should be handled by a 
tax program which would take off all the excess purchasing 
power, leaving prices to the “free play of supply and de- 
mand”. What does not seem to be realized is that this would 
call for taxation amounting to approximately half our national 
income, about half of which is in individual or family incomes 
below twenty-five hundred dollars.* Such taxation would not 
merely be politically impossible, it would be economically im- 
possible suddenly to impose such a drastic scale of taxes on a 
population some of whom are debtors or have important for- 
ward commitments, and some of whom are creditors or depend 
on the forward commitments of others, without producing 
ruinous effects, and inequities comparable to the inequity of 
inflation. 


® Half the individuals and families will, it is estimated, have incomes 
below $1,500 in 1942. 
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If such a miracle could happen, there would still be the fact 
that the supplies of different kinds of goods bear no relation 
to the demands which would automatically come into the 
markets. There would still be the problems of drastic short- 
ages of many things, which uncontrolled price increases would 
do nothing to solve. Here price control and rationing would 
still be necessary. 

On the other hand, there may still be some who hold the 
idea that it is the job of the Office of Price Administration to 
make its price ceilings so stringent and so all-inclusive that 
people will simply be unable to spend their extra dollars, and 
will be forced to lend them to the government for lack of any- 
thing else to do with them. This view is equally one-sided. 
The total number of commodities and services in our whole 
economy is something amazing; and such a program would 
require not only price controls, but rationing. If the volume 
of purchasing power were allowed to run wild, it would be 
necessary to ration pretty nearly everything; and rationing is 
a tougher administrative problem than price control. Even 
with an army of inspectors to enforce such a system, “ black 
markets” would be likely to develop to a point that would 
break it down. 

In order to have a fair chance of success, a scheme of price 
controls needs to be backed, among other things, by the strong- 
est practicable program for drawing off excess purchasing 
power: one which would take off the markets a majority of the 
excess dollar incomes, and would take it in major part from 
sections of income which would otherwise be spent and not 
saved. This sounds as if taxes were intended to take goods 
away from people. That is incorrect. The war production 
program is already doing that. The job of taxes is to distribute 
the shortages, and to help prevent money incomes from being 
wasted in bidding up prices. 


6. An Integrated Program Needed 


The fact is that the control of inflation is an integrated whole, 
involving not only price ceilings but taxation, savings, credit 
control, production, conservation and substitution in the case 
of scarce materials, allocation and rationing, and a realistic 
wage policy. The one chance for success lies in a unified pro- 
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gram, with bold and positive action on all fronts. The different 
measures need to be geared to one another, so that each sup- 
ports the others. I would like to emphasize that as strongly 
as possible, because if the different measures are considered as 
separate measures, and especially by separate committees of 
Congress, the result is likely to be a failure of the integrated 
effect. The cornerstone of the program must be general 
acceptance of the idea that the burdens which must be shared 
include the burden of reduced consumer buying, and that this 
means that each of us must loyally accept his part of this cur- 
tailment. No class can be exempted, except those already 
below a subsistence level. And even our conceptions of sub- 
sistence may need some adjusting to allow for possible restric- 
tions, enforced by the emergency, on so-called “ conventional 
necessities”, and to allow for other goods and services, chiefly 
durables, which are not going to be obtainable. 

It makes no difference from what starting point we approach 
this problem; the result is the same, and leads us to the neces- 
sity of comprehensive action. The rising cost of living, plus 
special shortages, has already forced the Price Administration 
into the control of retail prices; and the need for such controls 
will increase, as shortages multiply and inflationary pressures 
grow. As price-fixing becomes more comprehensive, and 
moves increasingly into the-retail field, the difficulties encoun- 
tered are enormous; but evidence is accumulating that the 
alternative is to lose the battle against inflation. This view is 
reinforced powerfully by the following considerations. 


(1) The battle against inflation is lost without substantial 
stabilization of wages and farm prices. We may focus for the 
moment on wages, not because they are more vital, but be- 
cause that is the quarter in which, at the moment, the most 
crucial situation is developing. 

(2) Such stabilization can probably not be secured except 
as part of a comprehensive program which would be accepted 
by the rank and file of workers and farmers as representing a 
reasonably equitable sharing of burdens among all classes; 
and as being preferable to a continued struggle to increase 
their dollar incomes against continually rising prices. We may 
preach till doomsday the doctrine that, when prices are rising 
because income is in excess of a rigidly limited supply of goods, 
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an increase in dollar incomes will make the situation worse 
and not better; but this alone will not induce particular groups 
to give up the struggle. They will require something more 
tangible. 

(3) In the interests of equity, such a program would need 
to include heavier excess profits taxes, with attention to exist- 
ing loopholes and to the problem of salaries and bonuses, where 
these have been swollen inordinately. And in the interest of 
substantial assurance that groups who give up the struggle for 
dollar incomes may not simply lose what protection they have, 
and gain nothing in return, the program would probably also 
need to include outright pegging of at least the basic necessities 
in the cost-of-living index. 

(4) This brings us back to the proposition that, in order 
to have a fair chance of success, direct action on such broad 
groups of prices would need strong backing in the drawing off 
of excess purchasing power. Stronger action on the price 
front, as part of a comprehensive program, will not reduce the 
necessity of strong action on the fiscal and credit fronts, but 
will, if anything, increase it. The reason is thai, under a com- 
prehensive program, if the price front gives materially, all the 
rest of the program is likely to collapse. Without strong sup- 
port on the purchasing power front, unduly widespread ration- 
ing would be necessary; and “ black markets” might become 
too serious a factor. A program that hinges on pretty rigid 
holding of the price-line needs to keep the “ inflationary gap ” 
narrower than a program whose objective is limited to delay- 
ing inflation. 

This means taxation, or a combination of taxation and re- 
quired savings, which would reach below present income tax 
exemptions, and would take substantial amounts from really 
modest incomes, as well as increasing the load on the large 
incomes. If a general sales tax is considered, it should not be 
adopted without taking full account of its bearing, via raising 
the cost of living, on the possibility of bringing about stabiliza- 
tion of wages and farm prices. In short, it seems that wide- 
spread direct price-fixing, and a comprehensive national pro- 
grarn on the other fronts, are tied together. Each requires the 
other. 
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7. Conclusion 


Will widespread direct price controls work? That seems to 
be the wrong way to put the question. We should ask rather: 
“Can they be made to work?” As mechanisms, direct price 
controls are full of weaknesses, and if we lie back and expect 
them to be self-operating, they will probably break down. In 
the first place, they will not produce 100 per cent equity: in 
the nature of the case they will be rather rough-and-ready 
affairs, and will work serious injustices if judged by peacetime 
standards. To take only one phase of this problem, the matter 
of introducing substitutes for scarce, war-essential materials is 
bound to cause both producers and consumers to suffer, under 
any system of price controls which is rigorous enough to do 
what the situation requires of it, even if administered by the 
Angel Gabriel. 

In the second place, if inequities, or the mere fact that some- 
thing hurts somebody, lead to a general spirit of evading re- 
strictions or violating them whenever it can be done without 
getting caught, there are plenty of opportunities. Ration cards 
can be counterfeited, barter transactions used, and so forth. 
Inspection and enforcement will do something, but they cannot 
do everything. 

Therefore, granted all other conditions, there will still be 
one thing indispensable: namely, a widespread and determined 
will to make price control work, despite all difficulties, imper- 
fections and minor inequities. We must remember that the 
greatest inequities we have to fear are those that would come 
from a runaway inflation. And we must have some prospect 
that, if we endure the minor inequities, we have a chance to 
escape the major one. That means that we must have a pro- 
gram strong enough and comprehensive enough to have some 
chance of success, or we shall not give ourselves a chance to 
develop the kind of morale which success requires. 

It is possible that with strong leadership, amounting to call- 
ing us all to the colors on the price-income front, to the same 
extent to which we have already been, or are being, called to 
the colors on the production front, such a united will could be 
established, and such a prospect of success afforded as might 
serve to strengthen morale, animate renewed efforts, and make 
sacrifices appear worth accepting. If we are capable of rising 
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to such an appeal, we still have a chance to stop inflation. 
There may be more than this at stake. It may be a test case 
of our ability to develop enough responsible teamwork to make 
a free economy survive in the years that will follow the war. 

The discouraging character of the prospect under present 
methods leads naturally to the attitude that says: “ He’s get- 
ting his, so I’ll get mine.” We have seen what this leads to. 
We have seen enough of it to realize just why it must be 
changed to the attitude that says: “ He’s taking his medicine, 
so I’ll take mine.” The first attitude is the natural result of 
piecemeal and disunited efforts. The second can come only 
from measures that are codrdinated and simultaneous. 

We are getting something like united effort on the produc- 
tion front. Like union on the price-income front may come 
harder, but until we achieve it we shall not be stripped for 
action. 


REMARKS 


CHAIRMAN MITCHELL: Our third speaker is Professor A. F. W. 
Plumptre, of the University of Toronto, who is at the present time 
financial attaché of the Canadian Legation in Washington. Professor 
Plumptre will discuss “ Price and Wage Control in Canada’’. Pro- 
fessor Plumptre! 


Proressor A. F. W. PLuMptTre: Mr. Chairman, Ladies and 
Gentlemen: I am very glad to be here, but I am rather sorry for you 
because, as you probably know, I am replacing Dr. Bryce Stewart, 
the Canadian Deputy Minister of Labor, who was to have spoken to 
you this morning on the subject of “ Price and Wage Control in 
Canada ”’. 

I am sorry for you particularly because Dr. Bryce Stewart is one 
of the small group in Ottawa largely responsible for thinking through 
in advance the problems of price and wage control, and had he been 
here instead of being called away suddenly to London, you would 
have had it from the horse’s mouth. 


(Professor Plumptre then read his address, which follows.—Eb.) 
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PRICE AND WAGE CONTROL IN CANADA 


A. F. W. PLUMPTRE 


Financial Attaché, Canadian Legation, Washington 
Assistant Professor of Political Economy, University of Toronto 


1. /ntroduction 


r NHE Prime Minister of Canada announced the govern- 
ment’s decision to embark on a policy of price and 
wage ceilings in a broadcast address on October 18, 
1941. After a brief introduction, in which he emphasized the 
dangers and inequities of inflation, he spoke in part as follows: 


The government has decided to halt the rise in the prices of all goods 
or services sold in Canada by imposing a general ceiling on prices. 
By a ceiling is meant an upper limit above which prices will not be 
allowed tod rise. Theoretically, this is a simple policy, but the gov- 
ernment realizes fully how great the practical administrative difficulties 
are. It will call for new and complicated administrative machinery. 
It will interfere with established methods of running business; it will 
impose irksome restrictions; and its success will depend, not alone upon 
the government, but equally upon the willingness of all who are affected 
to accept, and to accept cheerfully, the limitations imposed upon them 
as a necessary contribution to Canada’s maximum war effort. 


A little later in his address, the Prime Minister introduced 
the policy of wage rate ceilings combined with bonuses to pro- 
tect wage-earners against increases in the cost of living. He 
said : 


I come now to the next feature of the policy of controlling the cost 
of living. It is obvious that the prices of finished goods cannot be 
controlled successfully unless the cost of production is also controlled. 
Wages are a large element in the cost of producing the manufactured 
goods required by consumers. That is why the cost of living cannot 
be controlled unless wages are also stabilized. The policy of limiting 
the rise of wages is, in other words, a vital part of the policy of safe- 
guarding the wage-earners, as consumers, from the evil effects of a rising 
cost of living. With the policy of stabilizing wages the government is 
extending its policy of safeguarding the earnings of the wage-earners. 
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These announcements came as a surprise to the vast majority 
of Canadians. Within the preceding week there had been one 
or two press rumors that something of the sort was brewing, 
but the secret had been well kept. This was important in en- 
suring that prices should not be advanced in anticipation of the 
ceiling. Actually the so-called “ basic period”, by reference 
to which maximum prices were subsequently established, ran 
from September 15 to October 11—a four-week period ending 
one week before the policy was made public. Prices were not 
to be permitted to exceed the highest obtained in those four 
weeks. 

The Prime Minister’s announcement was greeted with almost 
universal acclaim by Canadian newspapers. Editorial opinion 
was overwhelmingly favorable. In the American press also 
the new Canadian policy received very widespread discussion 
and approbation. However, the Canadian people did not give 
unanimous approval. A number of labor leaders expressed 
dissatisfaction with the new restrictions on wage rates, and 
with the absence of adequate consultation with organized labor 
in anticipation of the policy. Complaints were also heard from 
rural areas, where it was pointed out that the wage-earning 
population was to be protected by cost of living bonuses while 
no comparable protection was promised to agriculturists. On 
the whole, however, one got the impression, living in Canada 
at the time, that most people accepted the new policy—many 
of them gladly, many of them uncritically, and some of them 
grudgingly. Active and vociferous objection, concentrated on 
certain points of the policy, produced amendments and con- 
cessions but no fundamental change. 

The new policy was designed to fit the general economic 
situation as it emerged in the early fall of 1941. By that 
time war expenditures in Canada had combined with increas- 
ing civilian demands to produce a very sharp rise in the 
aggregate of incomes and purchasing power. It was obvious 
that the program of taxation and borrowing, vigorous though 
it had been, had by no means kept pace with the increase 
in civilian purchasing power. It was also obvious that the 
zone of full employment had been entered, so that the pro- 
duction of civilian goods could not be expected to increase 
much longer, and indeed might be expected to decrease in face 
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of increasing production of war supplies. Shortages which 
were already beginning to appear within Canada were being 
accentuated by shortages in the United States. The authori- 
ties in Ottawa discerned an ominous parallel between the 
movement of prices in 1941 and in 1916 which threatened a 
recurrence of wartime inflation and post-war deflation and 
depression. Moreover, the Canadian price structure had after 
two years of war attained a more or less satisfactory state. In 
particular, farm prices (other than grains) which had been 
severely depressed during the 1930’s had regained a fairly nor- 
mal position in relation to other prices. ‘‘ Undoubtedly”, said 
the Minister of Finance, in sponsoring the program before the 
House of Commons, “ this is the psychological moment.” * 
2. Price Ceiling 

The price ceiling was by no means the first war measure 
introduced by the Canadian authorities to exercise direct con- 
trol over prices. A Wartime Prices and Trade Board had 
been established at the very outbreak of war in 1939 with wide 
powers over prices and supplies of the necessaries of life. Its 
powers had subsequently been explicitly extended to cover 
rentals. In addition to this body, which was primarily designed 
to restrain undue increases in the costs of living, the govern- 
ment appointed a number of controllers with extremely wide 
powers over certain war materials and war industries. These 
controllers, the first of whom were appointed in June 1940, 
regulated the prices of such things as iron and steel, other 
metals, timber, oil, and electric power. 

At the end of August 1941, some weeks before the announce- 
ment of the price ceiling, authority over prices in Canada was 
concentrated in the Wartime Prices and Trade Board. This 
Board was given jurisdiction over all prices; the controllers, 
when taking action in regard to prices of commodities within 
their jurisdiction, had to obtain the approval of the Wartime 
Prices and Trade Board. At the same time the powers of the 
Board were consolidated and clarified.” 

One may conceive of three possible policies which the re- 
constituted Wartime Prices and Trade Board might have fol- 

1The Honourable J. L. Ilsley, House of Commons Debates (Canada), 
Thursday, November 6, 1941, p. 4492. 

2 Order in Council P. C. 6834, August 28, 1941. 
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lowed in face of the growing tendency of prices to move in 
an inflationary fashion. 

In the first place, the Board might have intensified its ‘‘selec- 
tive” attack on the situation, dealing with each price increase 
as it occurred. In explaining to the House of Commons * why 
this policy had been rejected, the Minister of Finance (to 
whom the Wartime Prices and Trade Board is responsible) 
gave the following six reasons: (1) A price ceiling could be 
introduced much more quickly than a wide extension of selec- 
tive controls. (2) A general price ceiling was non-discrimi- 
natory in the sense that everyone was treated alike and no 
special favors were granted. (3) Despite appearances to the 
contrary, the administration of the general ceiling was prob- 
ably easier than the administration of a widespread selective 
system, particularly on account of the interrelationship of prices 
with each other. (4) The ceiling approach threw the onus of 
sponsoring action on to the people who wanted price increases 
and took it off the shoulders of the people who were trying to 
keep prices down; henceforth it would be for the individuals 
concerned to think up reasons why prices should be increased 
rather than for the Board to think up reasons why they should 
be stabilized. (5) Only if prices were effectively stabilized 
under some sort of a general price ceiling would it be possible 
to justify stabilization of wages and other incomes. (6) It 
was very doubtful indeed whether selective control would turn 
out to be effective contro] in the face of the inflationary forces 
which were developing. 

With the selective approach thus abandoned, there remained 
two alternative types of ceiling: the “ elastic ceiling’ and the 
“rigid ceiling”. An elastic ceiling policy may be described 
as one in which a particular retail price will be permitted to 
rise when the price authority is satisfied that, by means of such 
an increase, available supplies can be maintained at the desired 
level. Under such a system increases in particular retail prices 
would be a normal and acceptable method of maintaining 
either a desired rate of imports from abroad or a desired rate 
of production at home. A rigid ceiling policy, by contrast, is 
one in which no increases of retail prices are permitted except 


® House of Commons Debates (Canada), Thursday, November 6, 1941, 
pp. 4488-80. 
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where administrative reasons make restriction impracticable. 
If the production or import of a particular commodity needs 
to be stimulated under such a system, the authority must resort, 
not to an increase in the retail price, but to a subsidy or some 
alternative device. 

Not long after the announcement of the price ceiling by the 
Prime Minister, it became apparent that the Wartime Prices 
and Trade Board was adopting the rigid ceiling policy. No 
public statement seems to have been made in regard to this 
choice, but one may hazard a guess that there were two main 
reasons for it. In the first place it was administratively easier 
to say ‘‘no” to everyone who requested an increase of retail 
prices than to say “no” to some and “ yes” to others. In the 
second place it was no doubt recognized that, while the main- 
tenance of a rigid ceiling involved payment of subsidies from 
the Treasury to producers and importers, an elastic ceiling 
which permitted retail prices to rise would also throw a burden 
on the Treasury. This burden would arise from the fact that 
increases in retail prices under an elastic ceiling would involve 
increased cost of living bonuses to workers in war industries 
who, directly or indirectly, were being paid from the Treasury. 

The Board was given universal powers of price control,* 
but the coverage of the ceiling was not quite universal. It 
included the prices of all commodities with certain specific 
exceptions, all rentals,° and a specific list of services. The 
services which were specifically brought under the ceiling in- 
cluded practically all types of public utility, and also ware- 
housing and storage, undertaking and embalming, laundering, 
hairdressing, plumbing, decorating, repairing of all kinds, 
supplying of meals and beverages, and the exhibiting of mov- 
ing pictures. The commodities which were specifically ex- 
empted from the ceiling were those sold for export, those sold 
to the Department of Munitions and Supply (i.e., war sup- 
plies), bills of exchange, securities, etc., and goods sold at 
auction and in isolated transactions. 


# Order in Council P. C. 8528, November 1, 1941. 

5 Order in Council P. C. 8527, November 1, 1941. 

* Order in Council P. C. 9029, November 21, 1941. Also Order 74 of the 
Wartime Prices and Trade Board, December 30, 1941. 


[27] 


28 WINNING THE WAR [Vo.. XX 


The rigid ceiling policy which was adopted by the Board 
relates only to the retail price level. For administrative 
reasons some exceptions have been made even to the general 
rule that retail prices must not exceed those in the basic period. 
For instance, fresh fruits and vegetables have been released 
from the retail ceiling, although this release has not prevented 
the Board from intervening when prices seem to be rising ex- 
cessively. Below the retail level prices have been subjected to 
considerable administrative adjustment. The administrators, 
who under the Wartime Prices and T.ade ‘Board exercise juris- 
diction over various commodities and services, are allowed con- 
siderable latitude in determining wholesale prices. In the 
absence of administrative rulings, however, maximum prices 
are fixed all down the line, and indeed in all directions as well. 
Sellers are not allowed to charge higher prices for any par- 
ticular commodity than the highest that had been charged 
during the basic period. Normal trade discounts are to be con- 
tinued. If, throughout the basic period, a department store 
sold a good in one department, say in a bargain basement, 
at a lower price than elsewhere in the store, the sales at the 
lower price in the bargain basement have to continue. 

It may well have been that most of the price adjustments 
since the ceiling became effective on December I, 1941, have 
been in a downward rather than in an upward direction. This 
is because of the “ squeeze” which naturally emerged from 
the fact that the rigid retail ceiling was imposed during a 
period when all prices were rising. Wholesale prices had 
risen to a level out of harmony with contemporary retail 
prices. In the absence of a retail ceiling policy, normal mark- 
ups at wholesale and retail would have produced an increase 
of retail prices. Therefore, with retail prices frozen at their 
level of the fall of 1941, a squeeze developed. If manufac- 
turers or wholesalers had been permitted to take their normal 
markups, retailers might well have made nothing on their turn- 
over at all, or even have incurred dead losses. Thus much 
of the administrative work done under the Wartime Prices and 
Trade Board has been concerned with “rolling back the 
squeeze’. Adjustments downward in wholesalers’ and manu- 
facturers’ prices have been necessary in order that the squeeze 
should not fall entirely on the retailers. 
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The actual movements of the retail and wholesale price in- 
dexes since the introduction of the ceiling policy indicate a 
measure of success. Both retail and. wholesale prices receded 
after the introduction of the ceiling policy, and their subse- 
quent rise has been only slightly greater than the recession. 
During the same period American prices rose steadily. 


CANADIAN INDEXES OF WHOLESALE Prices ANp Cost or LIVING 


August 1939 = 100 


Wholesale Cost of 
Prices Living 
100 
November 1941 First of month ........... 115.4 
130.0 
December 1941 First of month ........... 114.9 
January 1942 First of month ........... 114.5 
130.4 
February 1942 First of month ........... 114.8 
130.9 
March 1942 115.9 


In appointing the administrators and coérdinators of the 
various industries and trades, the Board has drawn almost 
universally upon those industries and trades themselves. This 
policy would certainly have been open to considerable danger 
had the elastic ceiling policy been followed, for each individual 
administrator might well have viewed with alarm the way in 
which the squeeze was affecting his industry, and might have 
been disposed to permit increases in retail prices. However, 
with the Board turning an unfriendly eye on any suggestion 
that retail prices might be increased, the administrators of the 
wholesale and retail trades and of the various lines of manu- 
facturing and services have in effect been deciding the alloca- 
tion of the squeeze among themselves. 

If, following discussions among those affected, it appears 
that the squeeze is too great to be shared between them, an 
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approach may then be made to the Board. It may grant a 
subsidy, as it has already done in a few instances. Alterna- 
tively, it may refer the matter back to the industries and trades 
affected, bringing its new and rapidly developing “ simplifi- 
cation branch” into action. This branch has been built up in 
order to promote economies of production and distribution. 
The fact that many producers and distributors are having their 
profits squeezed out may make them relatively ready to cease 
unnecessary lines of production to simplify their products, to 
eliminate unnecessary packaging, to reduce competing services, 
and so forth. 

It was originally anticipated, and it may yet prove to be 
the case, that most of the subsidies paid out under the Board’s 
policy would be on account of imported goods. The Commod- 
ity Prices Stabilization Corporation has been established to 
supervise and execute the subsidy program. In regard to the 
subsidization of imports, a general policy was announced at 
the end of 1941, under which importers who were faced with 
rising prices abroad and stable domestic retail prices would 
generally be eligible for subsidies. However, a long list of 
luxury and semi-luxury commodities was published, together 
with a statement that these commodities were not eligible for 
import subsidies. 

One result of the squeeze will probably be a considerable 
curtailment in the government’s revenues from corporation 
taxes, particularly from the excess profits tax. However, if the 
loss of revenue arises from a successful price- stabilization 
policy, it is not to be deplored. Many statements emanating 
from the Canadian Department of Finance have indicated that 
one of the chief purposes of wartime taxation is to syphon off 
purchasing power and stop inflationary developments. In so 
far as those developments are shut off at the source, the syphon- 
ing process is unnecessary. 

A doubt has been expressed, particularly among economists, 
whether it was wise to disrupt the normal interplay of supply, 
demand and price so completely as the rigid ceiling policy 
implied. The question has been raised whether any effective 
substitute was being introduced for the price system which, 
under ordinary circumstances, secured an allocation of produc- 
tive resources on the one hand and of available goods on the 
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other. It appears, however, both from the actions of the Board 
and from some of the speeches of the Chairman and others, 
that the Board is willing to go a long way toward control of 
production and distribution as well as contro] of prices. 


3. Wage and Salary Regulations 


The new wage policy of October 1941 grew out of previous 
wartime policies. In December 1940 the Canadian govern- 
ment had issued instructions that, when conciliation boards were 
rendering recommendations for settlement of wage disputes, 
these boards were not permitted to recommend wage rates any 
higher than the highest existing from 1926 through 1940, and 
they were instructed to recommend a cost of living bonus pay- 
able at a flat rate to all workers alike.’ This policy, it will 
be noted, was binding only on government conciliation boards. 
Therefore, under existing legislation, it only affected wage 
rates that were subject to dispute in war industries or inter- 
provincial public utilities. 

The new wage policy has applied somewhat similar prin- 
ciples on a mandatory basis to practically all employers.*® 
Chief among the exceptions are departments and agencies of 
all governments (federal, provincial and municipal), chari- 
table organizations, farmers, and fishermen. Apart from these, 
all employers were compelled to stabilize wage rates as of No- 
vember 15, 1941, subject to certain adjustments to bring into 
the general line those which were abnormally low and apart 
from the payment of the cost of living bonus. It should be 
noted that the term “ wage ceiling” is really a misnomer. As 
the policy has finally emerged, wage rates are not permitted 
to move either upward or downward. 

Generally speaking, all wage rates have been brought under 
this policy, from the lowest wages up to those paid to foremen. 
If a worker’s wage is less than $175 a month, he comes auto- 
matically within the scope of the wage rate freeze and cost of 
living bonus policy. If his wage is between $175 and $250 
a month, he may fall in the same category, or alternatively 
(which is probably not to his advantage) he may be brought 
within the scope of the government’s regulation of salaries. 


T Order in Council P. C. 7440, December 16, 1940. 
®* Order in Council P. C. 8253, October 24, 1941. 
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If he receives more than $250 a month, he will almost inevi- 
tably be brought under the salary regulations (which are de- 
scribed below) rather than under the wage regulations with 
their provision for a cost of living bonus. 

It will be noted that it is wage rates in general which are 
frozen, not the earnings of individual workers. Individual 
workers can still increase their earnings by overtime. In addi- 
tion, they can climb up the scale of wage rates either by pro- 
motion within a class of wage-earners, or by promotion from 
one class to another, or by changing from one employer to 
another. 

The cost of living bonus provides that any worker earning 
$25 a week or’ more (up to the limits already mentioned) 
should be paid 25 cents a week in addition to his wages for 
every one-point increase in the cost of living index. Thus a 
worker getting $25 a week would be protected against in- 
creases in the cost of living, apart from the fact that adjust- 
ments of the bonuses take place only every three months, and 
apart from the fact that actual shortages of certain consumers’ 
goods are now developing. A bonus at the same rate is pay- 
able to any male adult who, although fully employed, receives 
less than $25 a week. Women and boys who receive less than 
$25 a week receive a proportionately diminished cost of living 
bonus. 

The administration of the whole scheme lies in the hands 
of the National War Labour Board. This Board, consisting 
of representatives of employers and employees, with the Min- 
ister of Labour as Chairman, exercises wide discretionary 
powers. It may adjust wage rates upward (but not down- 
ward) if this appears necessary to bring the wages paid by 
one employer into line with those paid by others in the same 
locality for similar work. It may also, in cases where wage 
rates are considered to be too high, suspend the payment of 
cost of living bonuses until (assuming the cost of living does 
increase) employees elsewhere have been brought up to a 
similar level through the payment of bonuses by their em- 
ployers. Further, the Board may review the application of an 
employer for exemption from payment of cost of living bonuses, 
and may permit this exemption if the employer establishes 
that he is financially unable to pay the bonus. 


[32] 


| 
| 
| 
| 
| 


No. 1] PRICE AND WAGE CONTROL IN CANADA 33 


In view of the different wage rates and labor conditions 
which exist across Canada, the National War Labour Board 
has delegated much of its work and much of its authority to 
nine Regional War Labour Boards. One of these exists in 
each Province, and the Minister of Labour of that Province is 
its Chairman.* The National War Labour Board has retained 
direct jurisdiction over wages in interprovincial public utili- 
ties, in mining, and in shipyards. For the rest, including all 
manufacturing industry, both wartime and peacetime, author- 
ity is delegated to the Regional War Labour Boards. 

The salary regulations, to which reference has been made 
above, differ in principle from the wage ceiling.” In the case 
of wages it is rates that are frozen, not individual earnings, 
but in the case of a salary earner, he is by and large tied to 
his existing salary “for the duration”. He may increase his 
earnings if he changes his employment and, if he is in a war 
industry, his salary may be raised if it can be established that 
his responsibilities have been changed and increased. In gen- 
eral, however, the intention seems to be to stabilize the earn- 
ings of salaried persons. The regulations also extend over 
directors’ fees, bonuses, etc. The administration of the salaries 
order lies in the hands of the Income Branch of the Depart- 
ment of National Revenue. Any increase of a salary above 
$7,500 per annum must be approved in advance. Any increase 
of a smaller salary must be approved at the time that the 
employer’s accounts come under inspection for corporate in- 
come tax. 


4. Conclusion 


The adoption of all these regulations regarding prices, 
wages and salaries marks a step—perhaps the most important 
single step —in the transition from an economic system in 
which free enterprise occupied an important part to a system 
of almost universal wartime control. The price ceiling has 
already brought the virtual suspension of the price system, 
that is, of the free interplay of the forces of supply and de- 
mand. The wage and salary regulations have extended simi- 


® Order in Council P. C. 9514, December 5, 1941. 


10 Orders in Council P. C. 9298, November 27, 1941, and P. C. 1549, 
February 27, 1942. 
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lar intervention in the field of personal remuneration. As a 
concomitant to the freezing of wage rates and salaries, the gov- 
ernment has very recently taken far-reaching powers to control 
the movement and allocation of labor.“ In addition, over the 
period of the war a system of controls has been developed 
covering the production and transport of commodities.” Thus, 
the policies which have been discussed in this paper, while they 
have to do solely with the prices of goods and services, are 
properly regarded as part of a broader program for actually 
mobilizing the goods and services of Canada for war. 


11 See the statement of the Prime Minister, House of Commons Debates 
(Canada), March 24, 1942, pp. 1707-14. 


12 See the summary of “ Wartime Controls in Canada” issued by the 
Economics and Statistics Branch of the Department of Munitions and Supply, 
Ottawa, March 9, 1942. 


REMARKS BY THE CHAIRMAN 


CHAIRMAN MITCHELL: Our fourth speaker is Professor William 
Leonard Crum, of Harvard University, who is also Chairman of the 
Conference on Research in Fiscal Policy of the National Bureau of 


Economic Research. Professor Crum’s subject is “ Paying for the 
War”. 
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PAYING FOR THE WAR 


WILLIAM LEONARD CRUM 
Professor of Economics, Harvard University 


size the basically important fact that paying for the 

war is a process of economic privation in which financial 
questions arise only incidentally and secondarily. The cost of 
the war is at root expressible in physical or real terms — the 
foregoing of current consumption of goods, the deterioration of 
our physical plant and equipment, the destruction or disable- 
ment of some of our man power, and the dislocation of our 
industrial and social institutions. After brief comments on the 
last two types of war cost, I shall confine my remarks to a 
concept of war cost covering only the first two heads—sacrifice 
of consumption and deterioration of capital. 

In a long and large-scale war the damage to man power 
may prove a very important element of the total cost. This 
damage includes not only the killing and maiming of men in 
the fighting forces—and even of civilians in a modern war— 
but it includes also the wearing down of civilians through un- 
usual physical and nervous strains and through the under- 
nourishment and other privations occasioned by the war. 
Likewise, a large-scale war causes deep-reaching dislocations 
in our industrial and other institutions. Changes in institutions 
are, to be sure, a normal feature of historical evolution; and 
well-considered and orderly managed changes, even though 
they upset existing habits and arrangements and thereby in- 
volve certain costs, are not necessarily unwelcome in time of 
peace. But in wartime, changes are likely to be sudden and 
violent ; and the nation may, upon the return of peace, be under 
the necessity of making vast and difficult readjustments which 
may project their costs far into the future. Any serious student 
of war costs must not overlook this intangible but highly im- 
portant element of cost. 


| MAY be excused if, even before this audience, I empha- 
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I propose, however, to talk about the cost of the war ina 
narrower—yet, as we are all painfully aware, sufficiently im- 
portant—sense: the cost in terms of sacrifice of consumption 
and deterioration of capital. Paying the cost of war in this 
sense is essentially a process of diversion of goods currently 
available, or made available through the nation’s productive 
effort, from civilian to military use. The cost of the war, to 
the American people as a whole, consists of the total amount 
of commodities and services which we must turn to military 
use, whereas we might otherwise be using them for current 
civilian consumption or for replacing and expanding the nation’s 
productive plant and equipment. This is a real, or physical, 
cost; and it has nothing to do with money or finance, except 
that money may serve as the basis of reckoning or stating the 
total. 

The total amount of goods thus diverted to military use 
must come largely out of the great flow of current production, 
and constitutes, under the present program for our war effort, 
about half of that flow. A substantial, but much smaller, frac- 
tion of the total military needs can indeed be supplied out of 
past rather than current production. This process involves a 
wasting of previously accumulated capital—we merely fail to 
replace or maintain adequately our productive plant and equip- 
ment even though they are worn down by our industrial effort. 
This source of goods for military use is at present substantial; 
but, as the war effort becomes protracted and as forced-draft 
methods of operation are applied more widely, the possibility 
of avoiding replacement and of scrimping on maintenance will 
surely diminish and finally become zero. In due time, unless 
we subtract from current gross production enough goods to 
replace the waste of capital involved in production, current 
production itself will surely decline because of inadequacy of 
capital facilities. One way or another the total output then 
available, for both civilian and military use, will be a net 
product—net after allowance for the capital used up in produc- 
tion. This date, when the full claims of capital for repair and 
replacement will become inexorable, is happily now in the 
future; how far in the future I will not venture to guess. 

For the time being, then, some—but a minor—fraction of 
our military needs can be met by a draft on previously accu- 
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mulated capital. But the major fraction must come out of our 
current output. I am omitting consideration of military or 
other goods which we might secure from abroad during the war 
effort by peaceful purchase with cash or intangibles or by cap- 
ture or other seizure—possibilities in this direction are at best 
not large. 

Fortunately, our current output has expanded greatly since 
1939-40, largely because the war itself has brought a more 
widespread and intensive effort in production by our people, 
and a fuller use of our capital facilities. In the early stages 
some people were so sanguine, indeed, as to believe or hope 
that all of the goods needed for military use could be derived 
from the expansion itself. But that notion can no longer be 
entertained: all who have eyes to see now behold the cruel 
truth that the mere increase in output cannot supply our war 
machine and meet our undertakings to supply some fraction of 
the war needs of our allies. Not only is the increase in output 
inadequate for our huge military program, but that increase 
and the feasible draft on capital are together inadequate. The 
inescapable fact is that total military needs can be met only by 
some reduction of civilian consumption below the 1939-40 level. 

The inability to devote to consumption or other civilian use 
a volume of goods representing the recent huge increase in 
output, the draft upon our capital through neglected replace- 
ment or inadequate maintenance, the necessity of reducing 
consumption substantially below pre-war levels—these are the 
three grand evidences of the current real cost of the war. 
These three elements together add up approximately to the 
total magnitude, in terms of goods, of our war effort. The 
total cost of the war to the American people as a whole is a 
current, real cost, determined by the magnitude of our military 
effort, and reflected by the three main types of economic sacri- 
fice listed above. This total cost is not susceptible of change, 
except by changing the magnitude of our war effort. Reduc- 
tion of that magnitude before victory is unthinkable; its fur- 
ther enlargement as the war goes on is highly probable. More- 
over, with negligible qualifications, all of this cost must be 
borne currently. No more devilish fallacy exists than the 
notion still held by some of our people that, by some trick of 
public policy and particularly of financial policy, a signficant 
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part of the cost of the war can be shifted from the present to 
the future. We can indeed, by adopting various unwise poli. 
cies now, add to the peacetime burdens of the future, and 
citizens of the future may be tempted to call those added bur- 
dens “costs of the war”; but we shall not by such action 
secure to ourselves any corresponding reduction in our own 
burdens. We, who live through the war, must pay for the war. 

Although policy cannot significantly shift to the future or 
otherwise reduce the total sacrifice to be borne currently by the 
American people as a whole, policy can in large degree deter. 
mine how the total current sacrifice shall be shared among our 
citizens and among their enterprises, and policy can also 
arrange that the present sharing shall be followed by a differ. 
ent sharing in the post-war period. The policy instruments 
for accomplishing these two purposes fall mainly under two 
broad heads—so-called direct controls and financial measures. 
Both types of policy action have, of course, other significant 
purposes besides controlling the shares of sacrifice. Both are 
of large importance; and both are being, and will be, exten- 
sively used by our government. Each type of policy action 
should supplement the other in performing the difficult task 
of allocating sacrifice and various other tasks essential to the 
success of the war effort. Despite their importance, I am not 
here discussing direct controls — priorities, rationing, price- 
fixing, etc.—but will confine the rest of my remarks to financial 
measures, and emphasize especially their réle in allocating 
sacrifices. 

In discussing financial measures, of course, we must think in 
terms of money; but we should keep in mind at all times the 
real or physical factors reflected by our expressions in mone- 
tary figures. The expected total money cost of our govern- 
ment in the coming fiscal year is estimated at about $62 bil- 
lions, of which about $56 billions is for war purposes. With 
negligible reservations, we may say that all of this huge sum 
must be financed by taxation plus borrowing. Taxation accord- 
ing to existing law is estimated to yield about $17.5 billions 
in the next fiscal year. This will leave about $44.5 billions to 
be financed by additional taxes, or borrowing, or a combination 
of both. Practically all specialists in finance agree that a sub- 
stantial fraction of this remainder should and can be met by 
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additional taxation. The total of new tax revenue suggested 
by various public authorities and private specialists ranges 
widely, but the practically feasible possibilities appear to lie 
roughly between $7 billions and perhaps $12 or $15 billions. 
Even the largest of these would mean that nearly half of the 
grand total of expected expenditures, of $62 billions, would 
need to be borrowed. 

How can any such huge sum in new taxes as $15 billions, 
or even $7 billions, be raised? With unimportant exceptions, 
the available devices are limited to extensions of or increased 
severity in existing federal taxes. No new type of tax, not 
now in the federal tax structure in some form or to some de- 
gree, can apparently be discovered. Even the sales tax, which 
some students regard as a new idea for the federal system, 
already has a limited place in that system. In the years of 
expanded fiscal needs even before the war practically every 
conceivable tax device had found some place in the federal 
structure. We must therefore consider almost exclusively pos- 
sible changes in existing taxes—by increasing their rates, cut- 
ting the exemptions or other allowances, or extending their 
coverage to more commodities or more sorts of income. 

The main elements of the present structure, using estimated 
revenues for the coming fiscal year to show their importance, 
are as follows: 


$6.6 billions 
Individual income taxes ........... 5.0 
Estate and gift taxes ............0. 5 
Social security taxes 1.7 


The three most important elements are corporation taxes, indi- 
vidual income taxes, and excises; and these are estimated to 
produce, respectively, 38, 28, and 20 per cent of the total tax 
revenues. 

By very severe increases in rates, both on excess profits and 
on net income, the yield of the corporation taxes can probably 
be enlarged by $3 billions or perhaps somewhat more than that. 
From the point of view of distribution of war sacrifice, added 
taxes on corporations are generally regarded as putting a bur- 
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den mainly on the citizens having high-bracket incomes, al- 
though the burden is in important degree spread among the 
lower income groups. A somewhat indefinite limiting factor 
on corporate taxation must not be forgotten: too severe taxa- 
tion of corporations may greatly weaken the financial structure 
of industry and produce instability which will have serious 
consequences in the post-war period and perhaps before the 
war is ended. 

The individual income tax can be made to yield large addi- 
tional revenue, but only by severe increases in rates on the 
lower brackets because the rates on high and top brackets are 
already so severe that little more revenue can be obtained at 
that level. A still greater yield can be obtained by reducing 
exemptions and dependent credits and by removing certain 
ameliorations of the present law. By all these devices, perhaps 
around $4.0 billions of additional revenue could be obtained 
from this source. These changes would certainly make the 
personal income tax less progressive than it now is: a larger 
share of the total yield would come from the low and lower- 
middle brackets than is the case under present law. The cold- 
blooded fact is that, try as one might to apportion the war 
sacrifice among the income groups in the same shares as we 
formerly apportioned the peacetime cost of government, the 
low and lower-middle groups must inescapably bear a greater 
share than heretofore. The peacetime tax policy had already 
gone so far in burdening the higher brackets that the new 
burden of war must be laid more heavily upon the lower 
brackets. 

And this result is not going to be escaped by relying upon 
other types of taxes. Thus, increases in rates and wider cover- 
age of the commodity list might increase the yield of the ex- 
cises—even if no general sales tax were included—by about 
$1.5 billions. And a moderate general sales tax might yield 
another billion. But taxes of this sort are in the main regres- 
sive—they take a larger percentage of a small income than of 
a large income. So far as these sources are relied upon for 
new revenue—and, even with a severe increase in income tax, 
these indirect taxes will almost surely be somewhat increased— 
the total tax system becomes less progressive than it was. Here 
again, the sacrifice has to fall, in greater proportion than for- 
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merly, upon the low and lower-middle incomes. The only 
exception, other than the corporation taxes, to this general rule 
that new taxes will render the system less progressive is in the 
estate and gift taxes. For these, increased rates and reduced 
exemptions might double their present yield. These changes 
would render the estate and gift taxes themselves less progres- 
sive than they are now; but they would, because these taxes 
fall mainly on individuals in higher income brackets, increase 
the progressivity of the whole system. 

The case of the social security taxes is somewhat special, 
because these taxes imply a future benefit for the workers. 
In a sense, these taxes are similar to forced loans: they take 
money by compulsion in the present, and a repayment is ex- 
pected to occur in the future. But, so far as immediate or 
current burdens are concerned, they are like other taxes. So 
far as these taxes fall upon the workers, they reduce the pro- 
gressivity of the entire tax structure. So far as they fall upon 
enterprise, their effects in allocating sacrifices are somewhat 
like those of corporation taxes. By increases in rates and ex- 
tension of coverage, the social security taxes can perhaps yield 
$2 billions of additional revenue. 

I have listed above certain possible changes in the existing 
tax structure which would in the aggregate add about $12 
billions to revenues expected for the next fiscal year. These 
changes, particularly if all were made simultaneously, would 
mean a severe increase in the total tax load; and they would 
also mean a substantial reduction in progressivity from the 
present system. This merely reflects the unavoidable necessity 
of distributing the war burdens less progressively than we have 
been distributing the burden of peacetime government cost. 
Even before the war, government costs had so greatly ex- 
panded that the rich and well to do could not bear the whole 
burden, and this condition becomes even clearer with the vastly 
increased costs of war. 

Such an increase in total tax revenue as I have mentioned 
would leave some $32—33 billions of the $62 billions of total 
expenditures to be financed by borrowing. So long as borrow- 
ing remains upon the basis of voluntary purchases of govern- 
ment securities out of current savings from income, we have 
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little reason to expect any such total to be realized. Such 
purchases may now be running at a rate somewhere near $20 
billions a year. If voluntary loans are supplemented by forced 
loans, some additional public borrowing from current savings 
may be possible. Borrowing which does not some from current 
savings is likely to be inflationary, and inflation is the negation 
of financial policy. Its method of distributing the sacrifices 


of war is not only violent and capricious, but dangerous and in 
the end destructive. 
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DISCUSSION: WAR FINANCE AND INFLATION 


CHAIRMAN MITCHELL: Professor Crum’s paper concludes our 
formal program. We pass now to a discussion which will be opened 
under the ten-minute rule by Mr. George Roberts. 


Mr. GEeorGE RosBerts [ Winthrop, Stimson, Putnam and Roberts, 
New York City]: I am no expert on economics. I have no paper, 
and I think that I was invited to open this discussion because I asked 
some of the group who arranged this meeting certain questions, and 
it is those questions that I now would like to ask publicly. 

Professor Haig is undoubtedly right when he says that this tax bill 
is hot. Here is a tax bill that is now before the members of the 
Ways and Means Committee, and I do not think that they know any 
more about what to do with it than I do. I think they are worried 
about a great many things. 

I am not worried at all about the personal income tax. I realize 
that I am going to be hard hit personally by this income tax, and I 
am prepared for that. I think practically every individual is. They 
can hurt a few persons, they can take away the incentive motive from 
a few persons, but what difference does that make in the long run to 
the war effort? Mighty little. 

But if this tax bill adversely affects the economic life of the 
country, then that is important; and I have an idea that in the pro- 
posals to tax corporations, which were advanced by the Secretary of 
the Treasury, there have been suggestions which will hurt enormously 
the economic life of this country and the war effort. 

Nobody could have stated the objectives of a good tax bill any 
better than Secretary Morgenthau did. He said: “ Our task is more 
than the raising of a huge amount of new revenue. It is to make the 
tax program an instrument of victory. It is to frame the new revenue 
act so wisely and so soundly that it will facilitate the maximum pro- 
duction of war materials, hasten the mobilization of our resources, 
strengthen the unity of our people for the waging of total war, and 
prepare us for the new economic and social problems that will face 
us when the war is won.” 

But I wonder whether this tax proposal in the specific terms of its 
corporate features is an instrument for victory or an instrument for 
the sabotage of our economic life. 

I raise that question for this reason—the corporations do the busi- 
ness of this country. It is the corporations that have developed the 


[43] 


44 WINNING THE WAR [Vor. XX 


country. If the corporations are healthy and can end this war in a 
healthy state, the post-war problems will be taken care of. But if 
we weaken the financial strength of these corporations, if we curb 
their incentive to produce, instead of encouraging them to produce, 
we not only have weakened the war effort but we have hurt the 
post-war years. 

I would like to ask Professor Haig whether there is anything 
wrong in the following analysis. To expand, you have to raise new 
capital. If these proposals of the Administration go into effect, they 
are going to take somewhere between fifty and eighty-five per cent 
of the current income of these corporations. Where are they going 
to raise the new money necessary to carry their inventories and to pay 
their already huge taxes? I think they have got to raise it some- 
where. They cannot raise it from earnings because the government 
proposes to take so much of their earnings that they will not be able 
to get it out of the earnings. They cannot raise it by selling equity 
securities, which is the proper way to raise new capital, because these 
tax rates will so adversely affect dividends of so many companies 
that the value of common stock as a vehicle for finance will be de- 
stroyed. All you have to do is to look at the stock quotations to see 
that that is true. Already a great many companies have started to 
pass or reduce their dividends. 

I have a figure for forty-nine industrial common stocks, and, apply- 
ing the proposed rates to their 1941 earnings, the amount available 
for dividends would be decreased from $4.97 per share to $2.16 per 
share. Well, obviously, common stocks are being made a very un- 
attractive vehicle for future financing. 

Where, then, are they going to raise the money for their increased 
inventories? They have got to borrow it. Can they borrow it from 
the banks? I say in a great many cases they cannot because the 
banks will look at their income and see that so much of it will go 
for taxes and so little of it will be left that they cannot possibly pay 
their debts out of their earnings. They feel that when the war ends 
their huge inventories will decrease in price and therefore they will 
not be able to pay their debts out of their inventories. 

It means, then, that they have got to borrow from the government. 
Well, in a great many cases the government will advance the money, 
will supply the funds for these contracts, but what a burden to put 
on the economy of this country to have all of these funds come from 
the government! Would we not get farther in wartime if we made 
it possible for these corporations to raise this additional capital for 
expansion from private sources? 
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Then, after the war we will have a tremendous problem in chang- 
ing over from a war economy to a peacetime economy. Where are 
the corporations going to get the savings, the surpluses, the money 
to make that change, if the present rates go into effect? 

If I understood Professor Haig correctly, he said that he would 
eliminate corporate taxes except those on accumulated income, that is, 
he would not tax the income that was paid out in dividends. All 
right! If they did that, that would solve the problem that is worry- 
ing me, but I am afraid that unless we have leadership from our 
economists, we will not get that result. Instead we will get taxes 
along the lines of the Administration’s proposal, and those taxes will 
be ruinous to the economic life of the country not only in wartime 
but in the post-war era. 


CHAIRMAN MITCHELL: The second of our speakers under the 
ten-minute rule is Mr. George O. May, the leader of the accounting 
profession in the United States. Mr. May! 


Mr. GeorGcE O. May [ Price, Waterhouse & Co., New York City] : 
Like Mr. Roberts, I come here with no paper, and I have not seen 
any of the papers that were read this morning, so I have had no 
opportunity to prepare a comment on them in advance. 

I accepted the invitation because I have usually found that there 
were sufficient points developed in the papers on these occasions, with 
which I could differ, to afford me ample material to fill up the ten 
minutes allotted to me; but this morning is rather an unusual case 
because relatively little has been said with which I could disagree. 

I think my friend, Professor Haig, would expect me to disagree 
more widely with him than I do. I disagree with him on some of 
his ideas concerning capital gains, but those are so trivial in the 
present situation that I would not waste your time talking about 
them. We are going to destroy capital gains, so what does it matter 
how we tax them? 

As I listened this morning, two thoughts suggested themselves to 
me. ‘The first is that essentially the problem before us is one of 
timing. Certain things seem inevitable, and the real question is how 
soon we as a people will recognize their inevitability. 

It is just as it is in the case of private illness. One of my great 
friends is a doctor who is very distinguished in the field of cancer. 
He tells me that a very large percentage of the cases of cancer could 
be dealt with successfully if they were dealt with early enough. 

Now, inflation is certainly in the world of finance comparable to 
cancer in private life. The question is how soon shall we recognize 
that an operation is necessary, if we are going to stop the spread 
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of that disease? The longer we leave it, the more serious will have 
to be the operation and the less the chances of success. Therefore, 
the wise people, the courageous people and the truly kind people 
today are the people who advise us to take our medicine at once, 
to submit to the operation promptly, and who do not encourage us 
with the hope that the operation may not be necessary, because in their 
heart of hearts they must know that it is a false hope. 

That leads me to the second thought that came into my mind as 
I listened here today. I was down in the Treasury during the last 
war, and I remember it was said that Daniel Roper, who did a 
marvelous job as Commissioner of Internal Revenue then, was con- 
sulted by President Wilson on Armistice Day, 1918. He advised 
the President to choose an entirely new cabinet, because a cabinet 
that had made war could never be the right cabinet to make peace. 
I think it is equally true that tax advisers who have been advising 
on schemes of taxation designed to bring about a domestic social 
readjustment cannot be the right advisers to formulate tax proposals 
for the prosecution of the greatest external war that we have ever had 
to cope with. I think that mixed motivation is manifest in the pro- 
posals of the Secretary of the Treasury. I think that is what Mr. 
Haig thought to be timidity. 

It is curious that we applaud the Chinese and the Russians for 
their “scorched earth” policy which inflicts terrible privations on 
their people, but helps to win the war, and yet we shrink from the 
thought of any interference with the way of life that we have created 
for ourselves, which would serve the same purpose. It is quite im- 
possible to win this war without a great change in the way of life 
in America for the time being. 

You get little side lights from England where they have been 
through this thing. I had a letter from a young fellow who had 
just been promoted to captain; that was his only source of income, 
and he said, “‘ That will give me an extra ninety pounds a year, less 
fifty per cent income tax.” 

I had a letter from a young woman in England with an income 
of perhaps six or seven hundred pounds a year who has a child over 
here and is anxious to do something about it but cannot send any 
money over here. She wrote and said, “ You know, I think I can 
do something after the war because although income tax is ten shil- 
lings in the pound, it is still easier to save today than it used to be 
when income tax was smaller, because there is so little we can buy.” 
That seemed to indicate the importance of the relation between the 
programs of Professor Clark and those of Professor Haig and Pro- 
fessor Crum. 
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I welcome one thing that Mr. Haig said about the corporation 
income tax. If I understood him correctly, he said that he would 
eliminate the corporation income tax—not the excess profits tax, of 
course—except so far as it related to undistributed profits. On that 
I agree with him—that is substantially to adopt the English system. 
It is a system that has made it possible for English industry to sur- 
vive, in spite of the tremendous income taxes they have, because in so 
far as profits of corporations are distributed, the ultimate burden of 
the tax is determined solely by the status of the final recipient. It 
has not our defect, namely, that today our corporation income tax, 
if you treat it as some people treat it, as a tax on the ability to pay, 
is definitely regressive. On the other hand, if you treat our tax as 
an excise tax, it seems rather rough to levy an excise tax of forty or 
fifty per cent on the right to conduct business in the only way in 
which it can be conducted, because, after all, the large business of 
this country can be conducted only in the corporate form; and, 
ironically enough, when we warn our adversaries of what we are 
going to do to them, we lay even more stress on what big business 
is going to be able to do for us, by the extraordinary organization 
of industry that it has created, than we do on the prospective and 
past achievements of our men in the battle line. 

That brings me to the question of excess profits tax, and in theory 
I think everyone would agree that an excess profits tax on corporate 
profits should be high. But the measurement of profits is an ex- 
tremely difficult problem, and the economic effect of a tax is depend- 
ent only in part on the rate of tax. It is also dependent very largely 
on the degree of accuracy with which you can measure the subject 
matter of a tax. That is the basic problem in regard to excess profits 
taxes, just as it is the basic problem in regard to estate taxes. Every- 
body who has had any practical experience, such as the late Dr. 
Adams, whom we all respected, has realized that those problems of 
measurement are extremely difficult. By a natural but curious para- 
dox, war makes the measurement more important and at the same 
time makes it more difficult, because, as Mr. Plumptre pointed out, 
the weight of an excess profits tax is going to be greatly affected by 
the adoption or non-adoption of wage and price controls. 

Everybody will agree that if you have prices constantly rising, the 
so-called excess profits are artificial—they are not real profits, and 
if you tax them as if they were real profits, you will be taking away 
capital under the guise of profits. If we are going to have, as I 
think we should have, very high excess profits taxation, it seems to 
me that we must have some measures by which we can cushion the 
determination of the income subject to tax. 
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There has been a suggestion that corporations should be allowed 
to make reserves for losses, growing out of these events, that will not 
be realized until the future, by paying an amount equal to the tax 
corresponding to those reserves in the form of subscriptions to bonds. 
If the reserves prove unnecessary, the bonds would go back to the 
government. If the reserves prove to be necessary, and the real 
profits are only the lower figures, the bonds would be handed to the 
taxpayer. I do not argue for that particular scheme, but unless we 
can do that sort of thing, we cannot have a system of excess profits 
taxation that will make it possible for any large concern in these 
complex days to work without serious risk of actual confiscation under 
the guise of a tax on excess profits. That is the one crucial problem 
of excess profits taxation or of any of these limitation of profits pro- 
visions that have been proposed in the legislature. Profits cannot be 
determined with the same precision as salaries, or with any approach 
to that accuracy. Therefore, unless you have some leeway or some 
provision for readjustment, you are bound to get very gross injustice, 
not merely the range of injustice that is inevitable in wartime, but 
injustice that amounts to confiscation. 

There is only one other thing that I would like to say while I am 
up here, and it is rather general. Comparing the present with the 
last war, I am much impressed by the greater authority that is being 
accorded now to the statisticians. A monograph that has been much 
quoted, dealing with who pays the taxes (T.N.E.C. Monograph No. 
3), points out that statistical studies are of two kinds. That mono- 
graph talks about the people who prepare factual statistics and those 
who deal with what they call, in a rather outlandish phrase, construc- 
tional statistics. 

The first group consists of people who take a mass of fact and try 
to express its essence in a form in which it can be assimilated without 
difficulty by people who have to deal with the subject. The other 
group takes quite a different model. Their model is perhaps the 
French housewife. They pride themselves on their ability to take a 
mere modicum of fact, and with a blend of unverified assumptions, 
and by a delicate process of statistical manipulation and perhaps 
some torture of terminology, they produce something that is palatable 
though perhaps neither very healthy nor containing very much in the 
way of vitamins. 

The unfortunate thing is that these people know what they are 
doing, but when they have done it and put forward their highly 
tentative and perhaps very dubious conclusions, those conclusions in 
the next stage of their existence are separated from their past, change 
their name, and are introduced into political society as if they were 
facts. 
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I do not suppose any country has ever suffered from that process 
to the same extent as we did under the T.N.E.C., and our distin- 
guished Chairman today can bear me out as to the difficulty of catch- 
ing up with false assumptions and erroneous statistical methods in 
the constructional statistics of that Commission, so I warn you all 
to look with care at any statistics that have come from that body 
and not to accept them unless you have been able to subject them to 
a test or have seen them subjected to a test by someone competent 
and objective. 


CHAIRMAN MITCHELL: In accordance with the tradition of the 
Academy, the rest of our time at this session will be given over to 
discussion from the floor. In order to provide opportunity for as 
many as the time at our disposal will allow to speak, it will be my 
duty, as presiding officer, to follow strictly the five-minute rule limit- 
ing the duration of any remarks. May I also request, for the comfort 
of those who are here and for their enlightenment, that speakers an- 
nounce their names plainly and come to the front of the room? 


Mr. ELISHA FRIEDMAN [New York City]: In his statement of 
March 3, 1942, the Secretary of the Treasury said: 


It is recommended that additional taxes be raised from corporations 
in the amount of $3,000,000,000, an increase of about 40 per cent... . 

It is suggested that the maximum rate of the excess profits tax be 
increased from 60 per cent to 75 per cent with corresponding increases 
in the lower rate brackets. ... 

It is suggested that the balance of the $3,000,000,000 in additional 
corporate taxes be provided by a special war surtax which would absorb 
the present corporate surtax and would be imposed at the rate of 31 
per cent ... [making a total of 51 per cent]. 


The theory of these proposals is unsound. In Great Britain cor- 
porations pay a tax equivalent to the normal individual income tax, 
only because this tax is deducted at the source. Therefore, the stock- 
holder does not pay the normal individual income tax a second time. 
He is, of course, subject to supertaxes on individual income. But if 
his income is below the tax-exempt minimum, he is entitled to ask 
for a refund from the Treasury for the normal tax deducted at the 
source. 

The corporation itself is subject to an excess profits tax. In Great 
Britain this was originally 60 per cent in 1939 and then raised to 
100 per cent in 1940. The 100 per cent rate checked production and 
it therefore was reduced in 1941, by the promise of a refund of 20 
per cent at the end of the war. The corporation has a choice of 
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several bases of normal earnings—a base year, 1935, 1936 or 1937, 
or an average of two or more years 1935-36, 1936-37 or 1935-37, 
Any of these choices becomes the base of pre-war profit. All excess 
profits above this base are subject to excess profits tax. The indi- 
vidual is not entitled to relief on account of excess profits paid by the 
corporation. The corporation itself pays no surtax. As a result, 
earnings of British corporations, even under a high excess profits tax, 
do not fall below the pre-war base. 

We followed one British practice on normal tax on dividends until 
1936. We taxed the income once only, at the source. Unlike Great 
Britain, however, we taxed corporate incomes at a rate which bore no 
relation to the income of the stockholder. Then in 1936 we revised 
our income tax law and taxed both the corporation and the stock- 
holder on the same income. Then we added a tax on undistributed 
profits to make sure of the double taxation. The undistributed profits 
tax was repealed. But the double taxation remains. 

The principle of a graduated income tax on corporations in the 
Revenue Act of 1935 was accepted only reluctantly in the majority 
report of the Ways and Means Committee. “‘ The President recom- 
mended the substitution of a graduated income tax on corporations in 
lieu of the present income tax imposed at a uniform rate. This is a 
new principle which has never been used in this country and therefore 
your committee is recommending only a very moderate graduation” 
(then 1 per cent). The Treasury now proposes a 55 per cent tax, 
thus revealing the error of compromising on a principle. The error 
of taxing the same income twice had little serious effect when the rates 
were low. But when the corporation tax, as proposed by the Treas- 
ury, is raised to 55 per cent, the error produces a grave effect on the 
whole economy. If the Treasury proposals are carried out, the war- 
time earnings of American corporations will fall substantially below 
the pre-war base and in many cases to one-half or less. The effect 
of this sudden and drastic curtailment of earnings is to injure almost 
every aspect of economic life of the country. 

Dividends will have to be out. There will then be less left in the 
hands of the individual for the government to tax. And here it is 
important to distinguish between the American and British procedure. 
The British normal tax on dividends is levied once only, at the source, 
or on the corporation. The British do not levy the normal tax a 
second timé on the stockholder. We tax the same money twice. 

When companies cut their dividends, it will hurt not the large 
stockholders, whose net income after taxes would be cut anyway 
almost as greatly under the proposed increase in individual income 
taxes. Treasury proposals will hurt more severely the little fellows 
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in the lower brackets. For example, if as a result of the Treasury 
proposals the American Telephone must cut its dividend from nine 
dollars to six dollars, this would be equivalent to a 33 per cent tax 
or “ pre-tax”. This would be regressive taxation. The approximate 
classification of the 634,150 stockholders of the American Telephone 
Company at the end of 1941 showed that 54 per cent owned 10 shares 
or less and 78 per cent owned 25 shares or less. 

Under the proposed individual income tax the 33 per cent bracket 
begins at a level of income of about $8,000, probably exceeding the 
income of holders of 10 shares of Telephone stock. Is it fair that 
54 per cent of the stockholders holding less than 10 shares should be 
taxed, through the corporation, at a rate so much above the level of 
rates set by the income tax, if the tax on dividends were paid by the 
stockholders? For these people, mostly small stockholders, the “ pre- 
tax” of 33 per cent deducted at the source before their dividend is 
paid is a very heavy tax, exceeding greatly their normal tax and 
surtax payable in addition. 

In the hope of getting a tax increase of three billion dollars, the 
Treasury’s proposals already have caused a decline in one month of over 
two billion dollars in the market value of New York Stock Exchange 
listed securities alone. However, there has also been a decline in all 
other income-producing property, i.e., real estate, farms, out-of-town 
stock exchange securities, and over-the-counter securities. If the ratio 
of depreciation on New York Stock Exchange securities held simi- 
larly for all the above assets, then in one month the Treasury pro- 
posals have caused a loss to the people of the United States of over 
ten billion dollars in market value. Interestingly enough, Great Brit- 
ain with a burden of taxation far heavier than in the United States 
has followed a more intelligent, careful and rational system of taxing 
corporations. As a result the London stock market today is 80 per 
cent higher than in September 1939, but the New York stock market 
is 40 per cent lower. Of course, the degree of inflation is also a 
factor. It should not, however, be beyond the limits of sound policy 
to devise a system of taxation which will produce revenue without 
destroying values. 

In taxing the corporation, the government is inconsistent. In other 
cases it has held that the corporation is a legal fiction. Therefore, 
in anti-trust suits the government seeks to fine and punish officers and 
directors. It also breaks up holding corporations to get at the real 
owners. But in taxation, the government says that the corporation 
is not a fiction but a real person and should be taxed in addition to 
the stockholders who are the real owners of the corporation and the 
partners in it. The British Treasury taxes the stockholders and 
ignores the corporation, except for excess profits tax. 
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Difficult times are ahead of us after the war. Corporations will need 
reserves for adjustment during the period of transition and of recon- 
struction. If commodity prices fall, as they have fallen after all wars, 
if unemployment is extensive, where will the corporations find the 
margin of safety, of flexibility for readjustment to peace conditions? 
In military strategy, the worst blunder is to shoot one’s own troops. 
In fiscal strategy, this is equally true. The Treasury is shooting at 
the source of its bond subscriptions, of its war taxes and post-war 
revenues. 

The Treasury clearly is headed in the wrong direction. It has no 
alternative but to recall the proposals of March 3 for taxing corpora- 
tions. If the Treasury does not recall them, is it not the job of the 
tax committees of the House and Senate to reappraise the proposals 
in the light of the above grave deficiencies? For when the middle 
class is ruined, who will be left to pay the taxes now borne by it? 

The government, of course, needs revenue. What constructive 
alternative suggestion is there? Let us copy the successful policies 
of war finance of England and the other democracies. There the 
corporation is regarded primarily as a convenient device for the pro- 
duction of goods and only incidentally as an agency of the Treasury 
in the collection of taxes. Taxes should be collected not from the 
intermediate channels but from the ultimate recipients of income, 
stockholders, bondholders, landlords, wage-earners, professional men 
and the small entrepreneurs. Therefore, we should go the limit in 
taxing war-created profits up to 100 per cent. Then we should, as 
in England, limit expenditures by corporations to pre-war percent- 
ages so that excess profits may be not dispersed by extravagances but 
channeled toward the tax collector. The British Treasury adjusts 
its rulings on business expenses to fit with the war scheme of priori- 
ties, reduction of civilian consumption, etc. If both earnings and 
expenditures are limited to pre-war levels, all the excess profits be- 
come available for the Treasury to tax. Then after making allow- 
ances for reserves for readjustment from war to peace and for a 
decline in inventory prices, the excess profits can be siphoned off, up 
to 100 per cent. If dividend payments to stockholders should be not 
lower than the pre-war base year, the Treasury can then proceed to 
tax the ultimate recipient of dividends on a steep progressive base 
beginning at low levels. 

Again, an important source of revenue is the sales tax. All the 
democracies of the world have sales taxes, including Great Britain, 
France, Belgium, Holland, Switzerland, the Scandinavian countries. 
Many of our states and cities have sales taxes. Even Soviet Russia 
has a sales tax—and a high rate at that. All over the world the 
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great increase in earnings and in purchasing power was in the lower 
income groups. ‘These are either below the income tax level or are 
subject to low tax rates. Their greatly increased purchasing power, 
causing rising commodity prices, can be siphoned off by a sales tax 
or by a withholding tax. The $3,000,000,000 which the Treasury 
expects to collect from the corporation can be exceeded under a sales 
tax and withholding tax, such as has been in effect in England and 
Canada. The corporation would thus be left uninjured and in a 
position to furnish jobs after the war. 


CHAIRMAN MITCHELL: Are there others who would like to par- 
ticipate in the discussion ? 


Mr. E. B. Morrow [Hercules Powder Co., Wilmington, Del.]: 
I have a question for Professor Crum. He stated that taxes on cor- 
porations are now raising six and a half billions, and suggested a 
possible additional three billions. What percentage would that be 
of the estimated corporate income this year? 


Mr. CruM: You say “this year”; I shall have to speak in terms 
of the approximate average year to which the tax would apply. I 
am thinking of the revenues for the fiscal year 1943, and, under the 
law as it stands, about half of those revenues come from the net 
income for the year 1941 and about half from the net income for 
the year 1942. I leave aside the question, which also enters, con- 
cerning whether a corporation has an accounting year that coincides 
with the calendar year instead of some fiscal year. 

The suggested total corporate tax revenue—it comes out $9.6 bil- 
lions, as I indicated—will be based upon estimated earnings, after 
allowance for intercorporate dividends, of almost fourteen and a half 
billions, so that gives you the approximate percentage. 


Mr. Morrow: With that as a basis, I would like to hear some 
discussion as to whether anyone favors attempting to raise that 
amount of revenue from corporations through a straight normal tax 
equally applicable to all companies rather than trying to identify 
excess profits and to raise it through a combination of a low normal 
rate and a high excess profits rate; whether anyone favors attempting 
to do it, let us say, by taking a flat rate of 60 or 65 per cent equally 
applicable to all earnings, without trying to determine whether they 
arise from the war, because that is a very difficult problem. 


Mr. Crum: I shall first respond on my own behalf, and I hope 
that some others here will put forth their opinions. Let me say that 
this estimate of three billions additional, which I have suggested as 
perhaps possible, rests upon a greater increase in the excess profits 
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tax rate than is proposed by the Treasury and a smaller increase in 
the tax on net income. The Treasury rate on the net income, as [| 
recall it, is an increase from 31 per cent, under present law, to 55 
per cent. These figures I have given you are in terms of an increase 
on the net income up to approximately 45 per cent, which, of course, 
is a very severe increase. My own belief is that the bulk of the 
argument which has been brought forward in connection with the 
Treasury’s proposal concerning the corporation taxes is that the 
Treasury is relying too heavily upon the net income tax and not 
heavily enough upon the excess profits tax, and this viewpoint is 
taken even by many people who well recognize the difficulties that 
Mr. May brought forward. It is very difficult to determine the net 
income as an accounting fact, and it is still more difficult to deter- 
mine excess profits as an accounting fact. Nevertheless it is believed 
in many quarters, and has been frequently emphasized in the hearings 
and elsewhere, that it would be better, granting that you are going to 
take a certain additional amount from corporations as a whole, to 
rely more heavily upon the excess profits. I believe that is the gen- 
eral opinion, and, to answer your question specifically, I have noticed 
no suggestion by any important authority that all should be taken by 
the tax on ordinary net income. 


Mr. May: In that connection, I wish to raise two points. First, 
whether it may not be a psychological consideration—or perhaps you 
would call it a political consideration—that the taxation of excess 
profits appeals to the people as a device representing equality of sacri- 
fice, whether in fact it does or not. The important practical point, 
I suppose, is not that we get equality of sacrifice but that we get 
what the people think is equality of sacrifice. 

The second thing I would suggest is that I have criticized tax 
policy for years because of the failure to distinguish between corpora- 
tions and the inclination to treat all corporations as if they were 
homogeneous. That is an entirely false concept which I think is not 
accepted in any other system of taxation with which I am familiar, 
certainly not in the British system. 


Mr. Paut Stupenski [New York City]: I wonder whether Pro- 
fessor Haig could elaborate his views as to how corporations should 
be taxed; that is, whether the rates should be left as they are, or if 
not, to what extent he would go in his suggestions for increases, short 
of the rates which the Treasury has proposed. 


Mr. Haic: I have not prepared a definite scheme or formula. 
I voiced, as I said quite baldly, a general conviction, that the desir- 
able policy would retain the excess profits tax, would certainly place 
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less emphasis upon the percentage tax on corporate net income, and 
would perhaps eliminate it entirely, except in so far as it might be 
necessary to meet the problem of undistributed profits. 

How far, under American conditions, is it necessary or desirable to 
propose a tax on corporate net income in order to meet that problem? 
One interpretation has been that this means the adoption of the British 
system. Well, this is not necessarily so. The conditions in this coun- 
try are different from the conditions in England with respect to the 
completeness and the promptness of the distribution of dividends. 
It might well be that we shall find it necessary to adopt a somewhat 
different form and rate of tax upon corporate net income, in order 
to meet this problem of undistributed profits. My thought is that in 
general the case for business taxation as such in the national sphere 
is weak. The case for business taxation on the state level, it seems 
to me, is pretty strong because of the problem of non-residence that 
is involved. You may have a business located in a particular state 
but owned in another state, and a tax upon the business itself may 
be called for as a part of the state formula, when under the national 
formula it would be quite out of place. 

My general thought is that it is desirable to allow the profits of 
business to filter through and be taken up in the individual incomes 
and subjected there to an appropriate rate, with appropriate allow- 
ances, rather than to put flat rates, which now are being forced to 
very high levels, on the corporate income itself. 


Mr. STUDENSKI: I can appreciate the frankness of Professor 
Haig’s remarks with regard to our tax.system as a whole, but I 
wonder whether he would really propose at this time and during the 
war to abandon our existing system of taxation of corporations on 
their net income and to shift merely to the taxation of corporations 
on the basis of their undistributed income. 


Mr. Haic: If you could suggest to me a formula which would 
meet the problem of undistributed profits, my answer is, yes, at this 
time. 


Mr. FRIEDMAN: To answer Professor Studenski’s question, and 
this ties into Professor Haig’s comment, I think that we should find 
out what has been the procedure abroad. In Great Britain they run 
up to a very high bracket, increase the rate on the lower bracket, 
raise the upper brackets. Thus, you would get all the money that 
the corporation paid out; it would be a tax on consumption. Then, 
if this were supplemented by a very high sales tax, I am sure that 
you would get as much money as Mr. Morgenthau wants without 
destroying the machinery out of which it came. 
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Mr. E, STEWART FREEMAN [Dennison Manufacturing Company, 
Framingham, Mass.]: I would like to ask the speakers what they 
think the effect will be on the post-war price levels of the large 
increase of bank deposits and government savings bond holdings? 


Mr. CLARK: The question of post-war effects is even more conjec- 
tural than some of the other questions we have been talking about; 
and the answer would depend on how the privilege of redemption 
of those bonds for individual current expenses in the post-war period 
was carried out. I think that it is necessary to have some limitation 
on the privilege of redemption, that is, so that unlimited quantities 
may not be redeemed in a limited time. This limitation would be 
part of the controls during the immediate post-war period, when there 
might be danger of an inflationary boom similar to the boom that 
carried our wholesale price level up to a peak of over 240 after the 
Armistice—the peak coming about June of 1920. 


CHAIRMAN MITCHELL: Are there any other comments or ques- 
tions? 


Mr. HOWARD HUNTINGTON (Westport, Conn.) : I wish to express 
my appreciation of the lessons I have learned this morning on the 
importance of tax education. I had thought taxation just a burden 
we have to bear, but I see that it has other connotations. 

I am led to think of the source of taxation. I realize that it is 
work. We have heard very little about work or industry this morn- 
ing, because the topic is finance. I am glad to see that the topic for 
this afternoon’s session deals with work or the industrial problems of 
war. ‘This is a proper sequence that the Academy has arranged. 

I am a newcomer to the Academy of Political Science, and I hesi- 
tate, therefore, to make a suggestion. But I wish that these meetings 
could go on to another proper sequence, after this afternoon’s session, 
to deal with the reason for, the need of, most of this taxation, and 
much of this work from which taxation comes. The reason is war. 

The title of our general subject is ‘‘ Winning the War”, at both 
our morning and afternoon sessions. It would help if we studied the 
cause of war, and the cure. 

We may say that selfishness and greed cause war; but on the 
theory that we cannot eliminate selfishness and greed immediately, I 
would like to suggest that a morning or afternoon session be arranged 
sometime soon for a discussion of world government as a means of 
taking away from selfishness and greed the power to create war, which 
in turn brings the necessity for much of our taxation. 
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CHAIRMAN MITCHELL: I can assure Mr. Huntington that the 
Planning Committee of the Academy of Political Science will take 
his suggestion into consideration. 


Mr. JOHN ViToLo [New York City]: I would like to ask Mr. 
Plumptre why salary controls have been so rigorously separated from 
wage controls and apparently more rigidly restricted in their varia- 
tion. Is it based on the theory that salaries as a rule are more ade- 


quate than wages as a rule to maintain the subsistence or basic level 
of living? 


Mr. PLUMPTRE: It is partly that. By and large, the people with 
salaries above three thousand dollars, given price control which 
would keep costs of living down, could get along, so that is partly 
right ; but it was also partly administrative. You can define a grade 
of wages and assign a wage rate to that type of work. You cannot 
do the same thing among salaried white-collar officials, except stenog- 
raphers, and so forth. By and large, when you get a little higher up, 
you cannot assign a grade and say, “‘ This person is in that grade”’, 
and thus classify it. You can speak of a steamfitter or an engineer 
of a certain type and say that that grade of work gets that amount 
of pay. You cannot do that in the salaried area. Therefore, the 
reason is administrative in addition to the reason you suggest. 


CHAIRMAN MITCHELL: Are there other questions or comments? 
If not, then I will declare this meeting adjourned. 
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INTRODUCTION * 


THOMAS J. WATSON, Presiding 


President, International Business Machines Corporation 
Vice-President of The Academy of Political Science 


ADIES and Gentlemen: I am greatly honored by the 

i , invitation to preside at this meeting because of the 

topic to be discussed, the problems of industry in con- 

nection with our Victory program. I am very optimistic in 

regard to the solution of all the industrial problems, for every- 

one who has followed this matter realizes that the government, 

the employers and the employees of the nation have been get- 

ting closer together and coming to a better understanding of 

just what the problems are and what is necessary in order to 
solve them. 

We all know that the foundation for the solution of any 
problem is an understanding of just what the problem is. I am 
sure that today all intelligent persons engaged in our Victory 
program, employees, employers, finance, government and the 
civilian population, realize that it is their obligation to co- 
operate in order to get the best results in connection with the 
industries of this country which are endeavoring to supply the 
munitions of war. 

We all realize it is our war. Perhaps in the beginning some 
of us just thought, “ There is a war on, but it is Washington’s 
war ’”’, but now I do not find that feeling. I find the morale 
among the industrialists and the working people very high. 
There is always a chance to improve, but as a general propo- 


* Opening remarks at the Second Session of the Semi-Annual Meeting. 
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sition I think that we have a great deal to be thankful for, and 
we ought to be very thankful and very grateful when we realize 
that the employers and employees of this country were called 
upon to do things which they had never done before. They 
had had no experience in it, they had to learn the trade, so to 
speak, and, as an industrialist, I just want to say a word in 
their behalf. I stand in the light not only of an employer but 
of an employee because I work for.ten thousand stockholders. 
I am very proud of the response that we have had in our in- 
dustry ; and I am very proud of the response that I have noted 
in the other industries among both the employers and the em- 
ployees. Let us do everything that we can to help and encour- 
age that type of codperation. 

Prior to the war, in normal times, the United States, with 6 
per cent of the world’s population, was manufacturing 47 per 
cent of everything manufactured in the world. But now with 
the new machines which we have, with the increased working 
hours, with most of our plants now running from 20 to 24 hours 
a day and seven days a week, I am going to stay on the safe side 
when I say to you that in my judgment today we are equipped 
to manufacture more than 60 per cent of everything manufac- 
tured in the world. That means something to this Victory 
program. 

Also we have the finest skill, the finest craftsmen in the 
world, represented in the plants throughout our country which 
are making munitions of war. In the short time that we have 
been at it, we have proved that the quality of the products we 
have been turning out is of the highest grade, beyond anything 
else that has been turned out anywhere, and that the efficiency 
of those products will bring greater results. 

Power is what we have got to depend upon, and time is that 
power. Let us think a lot about the power of time. A minute 
has no negative qualities. It can be made to produce some- 
thing, but not nothing, and every minute that the clock ticks 
off yields something beneficial or something detrimental. Let 
us all determine that we are going to make our minutes yield 
something beneficial to the Victory program. 

Our man power, our machine power, our munitions power, 
our brain power, and our morale power—that combination is 
going to win this war because that combination is going to be 
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backed by everyone in civilian life, and as a result of that we 
will be able to give the men in the armed forces the things that 
they need in order to do the job for us. 

While I am on the subject, let me say that we will never be 
able to do enough during the war, we will never be able to 
show these boys adequately how much we appreciate what they 
are doing for us. To realize that, all we have to do is to com- 
pare their lives with our lives. When we do that, we will not 
worry whether we are going to get more automobile tires or 
more gasoline or more sugar, because we will realize that no 
matter what sacrifices we make here at home, it will be nothing 
in comparison with the sacrifices our young men stand ready 
to make in the interest of this Victory program, which means 
everything to all of us. 

I like the word “ logistics”. I learned it through the Army. 
It is something they have been following for years. It means 
to do the best possible job at the lowest possible price and in 
the shortest possible time. So let us follow along that line. 

I am not here to make a speech, and perhaps I have taken 
up too much time in opening this meeting, but I now have the 
honor of presenting our first speaker. He is Chairman of the 
Board of Tax Amortization Review of the Office of the Under 
Secretary of War. He will discuss the vital phases of our war 
efforts, that is, “‘ Expansion of War Plant Capacity ”. 

His experience and record which led to his appointment to 
this important position qualify him to speak with authority on 
this subject. The Department which he represents, and the 
Navy Department alongside of it, from the experience that we 
have had in our business in dealing with thein, deserve a trib- 
ute for the efficient manner in which they have handled their 
part of the program and the great help they have given to the 
manufacturers of this country who knew nothing about making 
guns and munitions. We ‘owe a great deal more than we can 
express in this short meeting to the heads of our Army and 
Navy, and to all the people assisting. Let us always keep in 
mind the many things that we have to be thankful for and to 
appreciate, and in that way we will be able to get the most out 
of our minutes. 

I take great pleasure now in presenting to you Mr. Samuel 
S. Duryee, of the Office of the Under Secretary of War. 


[60] 


| 


EXPANSION OF WAR PLANT CAPACITY 


SAMUEL S. DURYEE 


Expert Consultant and Chairman of the Board of Tax Amortization 
Review, Office of the Under Secretary of War 


O speech loses by just a touch of ego—provided it is 
just a touch. First, let me say that inadvertently I 


described the Tax Amortization Board with which 
I happen to be associated as a Board of Review. It is a Board 
of Counsel, not of review in the appellate sense. Second, and 
more important, let me say I am a minister’s son. This may 
account for my seeking a text for this talk. 

My original choice of a text was Cain and Abel; and I was 
about to say, “ The first war was Cain’s Pearl Harbor attack 
on Abel—and he had a club.” Then, being not only a minis- 
ter’s son but also a lawyer, I looked up Cain in the Bible and 
found he did not have a club—he just plain “slew”. So I 
moved on to Gideon. You recall, Gideon took the field against 
the Midianites. It was open warfare. He boiled his army 
down to a handful for a night attack. He put trumpets in one 
hand, swords in another, and each man carried a pitcher with 
a lighted lantern in it. The text reads: “So Gideon, and the 
hundred men who were with him, came unto the outside of the 
camp in the beginning of the middle watch. . . . And the three 
companies blew their trumpets, and brake the pitchers, and 
held the lamps in their left hands and the trumpets in their 
right hands to blow withal: and they cried, The Sword of the 
Lord and of Gideon . . . and all the host ran, and cried, and 
fled.” 

Gideon’s strategy was perfect. His idea would have been 
worthless without trumpets and pitchers; lamps, and oil to 
feed the lamps. Getting those trumpets, pitchers, lamps and 
oil—and getting them in a hurry, gentlemen—is procurement. 

What is back of procurement? Gideon did not walk around 
the corner and buy that critical material; not after seven years 
under Midian. Those swords, trumpets and pitchers, that oil, 
had to be produced. To produce them, new anvils and ham- 
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mers must have rung, potters’ wheels must have been built to 
speed the turning of the clay. Yes, to have procurement under 
stress there must be production; and to have production—pro- 
duction sufficient and elastic enough to meet the changes of 
strategies of war—there must be increased facilities. 

The poet sings of Gideon and those who follow after him. 
He rarely sings of the task of procurement—production and 
expansion. But the song of the forging of the sword is there 
just the same—and the Germans have no monopoly of it. 


My theme is war expansion. It is six of one and half a 
dozen of the other how you measure it; and the way I go at 
it is probably as correct as any other. 

Certainly to do any measuring there must be a starting point. 
I take June 10, 1940. This is because in the early summer of 
1940, Over $4,000,000,000 of unexecuted supply contracts were 
held up until assurance was given that there would be what is 
called the five-year write-downs of plant expansion. In the 
law subsequently enacted, June 10, 1940 was taken as the ex- 
pansion Day”. 

As to where to stop, expansion is not over, and it will go on 
until victory. Do not be confused by slogans. A short time 
ago you heard that expansion was the problem; later you 
heard it was production; now you hear it is transportation. 
There have been, and will be, problems of expansion, produc- 
tion and transportation. From time to time, however, one will 
be more accentuated than the other. This is partly due to the 
effect of changes in procurement. Take, for example, the shift 
from light pursuit planes to heavy bombers, suggested in that 
fairly recent article in Zime on Mr. Lovett, Assistant Secretary 
of War for Air. Think what that shift, that change, did to 
aluminum and magnesium estimates; and think what changes 
in aluminum requirements did to power estimates. There will 
be other changes with equally far-reaching effects. 

However, so long as the progressive and continuing nature 
of expansion is appreciated, it is proper to measure expansion 
from June 10, 1940, down to a past date such as, for example, 
December 31, 1941. This represents a period of about a year 
and a half. 


* * * * * 
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I could reiterate figures which have been released and 
assembled, for example, by Dun & Bradstreet. (Incidentally 
Dun & Bradstreet’s pamphlet Tracing Defense Dollars which 
came out last summer is, I think, an excellent study, provided 
its reservation about subcontracts is appreciated.) But I choose 
a somewhat different yardstick. 

Most of us are New Yorkers. We have a passing acquaint- 
ance with the New York Central. That is a big system—mile 
upon mile of track, ties and ballast—from New York to Chi- 
cago, with lines to Canada, Detroit, Pittsburgh, Cincinnati and 
St. Louis; with terminals and stations; bridges and tunnels; 
cuts and fills; steam, electric and diesel power; signals and 
automatic train controls; tugs and lighters, passenger and 
freight cars; shops and yards. 

Down to 1927 at least it stood as a great property—monu- 
ment to the ingenuity and the financial, industrial and engi- 
neering skill of America. It took years to build. It even took 
years to inventory it. 

If I came to you and said, “In eighteen months America 
built the New York Central as a starter and is well on the way 
toward completing the Pennsylvania and the B. & O. too”, 
you would say, “ That was quite a job.” 

I do say it. 


After careful consideration, the cost of reproduction new of 
the New York Central System was stipulated in 1927 between 
the railroad and the I.C.C. (The railroad was not giving 
anything away, because it was subject to “ recapture” then, 
strange as that may seem now.) The cost of reproduction new, 
so stipulated, was $1,700,000,000. The completed war expan- 
sion, I emphasize completed, as of December 31, 1941, was 
over $1,700,000,000. On top of that the partially completed 
war expansion, and a lot of that expansion was nearing com- 
pletion, was over $5,400,000,000. 

Each of us can say, and perhaps should say, that a bigger, 
quicker, wiser and cheaper job could have been done. But let 
none of us belittle what Aas been done. And let none of us 
forget that the task goes on. 
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No one expands for war without financing. Therefore, it is 
relevant to the subject of expansion to take up the four prin- 
cipal methods of financing that are in use. 

The first relates to government plants like powder loading 
plants. These the government builds and pays for. Private 
contractors may be employed for the building; and sometimes 
a corporation is employed to operate the finished plant. An 
example of this is the so-called Procter & Gamble powder 
loading plant. 

The second relates to Defense Plant Corporation (D.P.C.) 
contracts. A corporation with important supply contracts 
builds the plant. Construction is at the expense of the govern- 
ment. The D.P.C. is of course an agency of the government. 
The plant is owned by the government and leased to the cor- 
poration. When the war is over the government is to give the 
corporation a chance to buy the plant. An example of this is 
the Chrysler Tank plant. 

The third relates to Emergency Plant Facilities (E.P.F.) 
contracts. This is a Gaston-Alphonse arrangement. The cor- 
poration constructs and pays for the facilities and agrees to use 
them in fulfilling certain supply contracts and to convey title 
to the government at the end of the emergency. The govern- 
ment in turn is to pay the cost of the expansion over five equal 
annual instalments and, after taking title, is to give the cor- 
poration a chance to buy back the facilities. Temporarily, 
private money goes into these plants. Eventually, it is gov- 
ernment money. An example of this is one of the Martin 
plants. 

Each of these three groups or methods represents govern- 
ment financing, and each gives the government title to, or an 
interest in the title of, the facilities. You appreciate, of course, 
that the terms, conditions and provisions of these contracts vary 
according to the exigencies of the particular case. 

The fourth and last method is private financing. The costs 
of expansion are paid by the corporations out of their own 
resources or through the credit they secure. Western Electric’s 
expansion is an example of this. 

Commenting on this fourth method, I want to indicate that 
the government does not have title to, or an interest in the title 
of, the facilities. 
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I am not going to break down all these figures, but I am 
going to compare the government financed and the privately 
financed expansion. 

As of December 31, 1941, government financed expansion 
was $591,000,000; British financed was $153,000,000; pri- 
vately financed was $979,000,000. 

That under way as of the same date, and when I say under 
way I mean it, was government, $4,266,000,000; private, 
$1,207,000,000. The privately financed figures may well be 
higher because the source used was Necessity Certificates; and 
there is some expansion that is not covered by such certificates. 
But we are not splitting hairs. Let us inquire more into what 
such figures represent than into their meticulous accuracy. 

With respect to the completed expansion as of December 31, 
1941, the government financed was 34 per cent, British 9 per 
cent, privately 57 per cent—a ratio of government to privately 
financed of .6 to 1. With respect to that under way, govern- 
ment was 78 per cent and privately financed 22 per cent, a ratio 
of government to privately financed of 3.5 to 1. If you went 
to projected and expected expansion as of that date you would 
find greater than a 7 to I ratio in favor of government finan- 
cing. That shift, from a .6 to I, to a 3.5 to I, to a greater 
than a 7 to I ratio, is a major change when you are dealing 
with figures that would make a $100,000,000 Congress turn 
over in its grave. 

There are, I think, two main reasons for this shift. The 
first is the obvious one that some of the expansion was so huge 
and so exclusively identified with war that the only logical and 
possible source of financing was the government. The second 
is less obvious, but just as real—taxes. Before explaining the 
latter, however, I want to suggest what this shift from private 
to public financing may mean. 

The shift to government financing has, of course, not a little 
bearing on the national debt—on the Defense Bonds we buy, 
on the taxes we will pay to service and redeem that debt. On 
the other hand, it may serve as a curb against present inflation. 
But it has another significance. 

Most of this expansion stands for new equipment and new 
factories, supplementing old equipment and old factories. Both 
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old and new are filling war demands—demands that will die 
for the most part with the coming of peace. 

Which will be the better bet in reconverting to competitive, 
peacetime industry? 

Remember that expansion financed by the government is on 
the title theory—the government is or will become the owner. 
It is true that private capital may have a right to redeem that 
ownership. Will the ownership be worth redeeming? Will 
capital have the courage and skill, let alone capacity, to re- 
deem it? Will pools of management lease the properties? 
Will labor buy them? I do not know. But I do know that 
whether the economy be good, bad or indifferent, the govern- 
ment now controls ownership of the lion’s share of new indus- 
trial facilities. 

Irrespective of what has happened, I am going to comment 
further on private financing of expansion because I think that 
private financing will revive. The reason why I think this is, 
primarily, the present, proper emphasis upon the converting 
of plants from peacetime to wartime production. I do not see 
how the financing either of large convertings or of innumer- 
able smal] ones through extended subcontracting can fit into 
the three methods of government financing I have described 
because each method calls for giving the government title to 
the expansion. It is easy to give title when the expansion 
represents something separate and distinct. It is next door to 
impossible to do it when the expansion is an integral part of a 
“going concern”’. Since the converting of plants from peace- 
time to wartime production is not like the construction of a new 
plant or the acquisition of some particular, severable equip- 
ment, it seems to me that private financing will be necessary to 
cover the costs unless some new and different method of gov- 
ernment financing is devised. 

The Murray Bill setting up a $100,000,000 corporation and 
the Executive Order of March 26, 1942, authorizing financing 
contracts to facilitate the prosecution of the war through guar- 
anties from the Departments and Maritime Commission through 
the Federal Reserve, to banks, as I understand it, are in aid of 
solution of this problem. Whether they will work is something 
it is too early to foretell. 
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I now come back to taxes. They obviously are relevant to 
private financing; and you recall I considered them partly 
responsible for the shift from private to government financing. 

Our tax system is keyed on income taxes. Normal taxes, 
surtaxes and excess profits taxes are all income taxes. They 
are graduated and properly high. High income taxes, how- 
ever, make it difficult, in some instances impossible, for cor- 
porations to recoup during the war the cost of war expansion, 
less whatever may be the fair residual value of the expansion. 
A true recouping can come only out of net profits after taxes, 
not net profits before taxes. If there is little left in net profits 
after taxes, and little residual value, then there can be little 
recovery of the cost of expansion. 

The government recognized this difficulty and developed the 
relief of tax amortization. This relief applies not only to 
prime contractors but to subcontractors—no matter how remote. 
The plan was to allow a greater than normal rate of deprecia- 
tion on emergency facilities, hence a greater deduction in the 
computation of net taxable income to which to apply the 
graduated tax. This would reduce the tax and therefore 
leave more net profits after taxes with which to recoup the cost 
of the expansion. There is no hard and fast estimate of what 
tax amortization is worth in dollars and cents because tax rates 
and normal depreciation rates vary. But an example, as a 
fairly accurate rule of thumb test, can be given. 

Assume an expansion which consists of facilities that would 
normally be subject to a depreciation deduction at the average 
rate of 8 per cent, which is the equivalent of about a 12-year 
service life of the facilities. As the tax amortization depre- 
ciation rate is 20 per cent, which is the equivalent of a 5-year 
service life, the excess deduction allowed in the computation 
would be the equivalent of 20 per cent less 8 per cent, or 12 
per cent of the facilities. If the corporation was in the 50 per 
cent tax bracket, the net saving in taxes would be the tax rate, 
50 per cent, times the excess deduction, 12 per cent, or 6 per 
cent of the facilities. With a million-dollar expansion under 
such circumstances, the saving in taxes for one year would be 
approximately $60,000. 

Although such a saving is not a solution of the problem, it 
is at least a hostage to solution. 


[67] 


| 


68 WINNING THE WAR [Vou XX 


To secure the relief of tax amortization, all that now is re- 
quired is a Certificate of Necessity issued by the War or the 
Navy Department. Application should be made to the office 
of the Under Secretary of War or of the Navy in the attention 
of their Tax Amortization Divisions. The facts recited in the 
application are investigated and considered, and, if they appear 
sufficient to warrant such action, the Department certifies that 
the expansion is “ necessary in the interest of the National 
Defense.” Under the statute, the five-year write-down rate 
may then be taken with respect to the facilities certified. The 
certificate and the right to take that rate is binding upon the 
Treasury. 

Today tax amortization may, or should, be easy to admin- 
ister—with its only requirement determining whether a Cer- 
tificate of Necessity should issue. But that was not the case 
before Pearl Harbor. Then a prime contractor had to secure 
a Certificate of Government Protection or of Non-Reimburse- 
ment—or take his chance with the Treasury years later. There 
were few such certificates issued because Government Protec- 
tion and Non-Reimbursement were difficult, controversial ques- 
tions ; and that difficulty and that controversy were accentuated 
by the fact that for most of the time tax amortization was 
under a dual control—the Advisory Commission, later O.P.M., 
on the one hand, and the War and Navy Departments on the 
other. 

I do not go into Government Protection and Non-Reim- 
bursement because they have been repealed. Let the dead 
bury their dead! But while they were alive they represented 
uncertainty. Taxes are certain—you cannot have relief from 
taxes uncertain and have it fulfill its purpose. Let there be 
credit to the many industrialists who went ahead anyway. 
And no criticism is due those who swung to D.P.C. govern- 
ment financing. They had a Hobson’s choice—to pay the price 
of having the government “in their business” or to face the 
stockholders for whose money they were responsible with their 
only “ blue-clip”” what might be a possible “ white elephant ”. 

I do not say that the past uncertainty of the relief of tax 
amortization was the cause of the vast amount of D.P.C. finan- 
cing. I say it was a cause; and I say that with the Pear] Har- 
bor changes in the law it should be possible to administer tax 


[68] 


| 
| 
| 
| 


No. 1] EXPANSION OF WAR PLANT CAPACITY 69 


amortization in a manner that will permit an industrialist to 
calculate where he stands tax-wise and therefore more thor- 
oughly to consider finance. 

All the factors that go into procurement, production and 
expansion, including as such factors taxes and tax relief, must 
be integrated. The process of integration has been and is a 
difficult one. Much has been accomplished, much will be. 
There are in Washington great departments like the War and 
Navy Departments, great agencies like W.P.B. Sometimes 
the dialogue of their respective advocates, and they seem to 
have many advocates, has run a little like the story of Moses 
and President Wilson in Heaven when Moses said, “ Mr. Presi- 
dent, how are your fourteen points doing these days?” and 
Mr. Wilson replied, “ Well, your Ten Commandments don’t 
seem to be doing so well, either.” 

Whatever their faults and virtues, the tasks of the Depart- 
ments and Agencies differ; and it is, I earnestly believe, a mis- 
take when the public considers them rivals. They are not 
rivals; they complement one another. 

The War Department, the Navy Department and the Mari- 
time Commission were “ going concerns” prior to June 10, 
1940. 

I belong to the school that believes there is such a thing as 
“ going-concern”’ value. A man of whom I was very fond 
used to illustrate in valuation cases that there was such a thing 
as going-concern value by a personal anecdote. He was build- 
ing a small slip in Maine and employed the local Yankee jack- 
of-all-trades who, although he admitted freely he had never 
built a slip, was quite willing to undertake the task. In due 
course the work was done. Considerably later in came the 
bill—carefully itemized. The first item was “ getting ready 
to begin work—$25.” 

As “ going concerns” the War and Navy Departments and 
the Maritime Commission went to work as procurement agen- 
cies. They had to be developed and fortified; they had to be 
codrdinated in policies and practices; but they were able to 
begin work, and did begin work. They continue to work and 
to be the three great agencies of war procurement. Their 
representatives—in the case of the War Department, contract- 
ing officrs located in the principal cities of the country—do the 
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actual buying. And they are, therefore, directly interested in 
broad problems of procurement. There may be others with 
wider scope of knowledge, experience and authority, with more 
imagination and vision. But the representatives of the depart- 
ments in the field as well as in Washington do constitute poten- 
tial starting points in the solution of many of the problems of 
procurement in its broadest sense. They are public servants— 
some of them great public servants. Use them! I believe you 
will find guidance. However, if you do not get the assistance 
that you expect, say so. 

But be big about it. 

This is a big war. There have been and will be big expan- 
sion, big production, big procurement. There is much of which 
we can be proud. But the gage is yet to be redeemed. It is 
bigger than employers and employees, agencies and depart- 
ments, buyers and sellers. 

Never was it truer than in 1942 that “ The game is more 
than the players of the game. And the ship is more than the 
crew.” For the world we face is a mural broad in scope, deep 
in perspective, kaleidoscopic in color. There is but one solu- 
tion to what lies ahead. I give it to you from Isaiah because 
we need the prophetic spirit — ‘‘ They helped every one his 
neighbor; and every one said to his brother, be of good 
courage.” 
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REMARKS 


CHAIRMAN WATSON: Mr. Duryee, I am sure that I am speaking 
for everyone in the room when I say to you that we deeply appre- 
ciate your giving your time to prepare this very interesting, instruc- 
tive, serious, encouraging address. It means a great deal to all of us 
and will be very helpful in our future work. 

At this time, I am very sorry to announce that Mr. Farish, who 
is down as the next speaker, is unable to be here, but he has sent a 
man who can represent him on this subject of synthetic rubber—a 
man who has had a great deal of experience in this field. He started 
as a professor of chemistry at Massachusetts Institute of Technology. 
He has studied chemistry all of his life. The research which he has 
done has just come into its own, and I am sure that as a result of the 
next speaker’s personal contribution we are all going to profit greatly. 
I have very great pleasure now in presenting to you Mr. R. P. Russell, 
Executive Vice President of the Standard Oil Development Company. 


Mr. RussELL: Mr. Farish and I both regret very much that he 
was unable to speak to you on this important subject. Until the last 
moment he had hoped to be able to fly up from Washington in time 
to talk to you—and both the program committee and I had ardently 
shared his hope. 


(Mr. Russell then read his prepared paper.—ED. ) 
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THE ARTIFICIAL RUBBER INDUSTRY 


R. P. RUSSELL 
Executive Vice-President, Standard Oil Development Co. 


IRST, with your permission, I plan to depart slightly 
2) from the announced title and talk about “ synthetic 
rubber” instead of “ artificial rubber”. I prefer the 
term “synthetic” because to me it seems to signify more 
clearly that the new synthetic rubber industry is producing not 
an artificial rubber but several different types of rubber-like 
materials, each one of which possesses in some respects advan- 
tages over natural rubber. 


Background 


It seems necessary first to discuss briefly the natural rubber 
industry in order to make clear both the problems and possi- 
bilities of synthetic rubber. 

Natural rubber is cheap to produce; it is plentiful and it is 
surprisingly good. The natural product, in its stretched con- 
dition, has a higher tensile strength than aluminum or copper. 
Its resistance to wear and abrasion is phenomenal. We all 
know, for example, that for about $50 it has been possible for 
us to buy a set of tires for a medium-weight automobile—and 
that these tires will stand up satisfactorily for, say, 20,000 
miles of normal operation. This means % of a cent per ton 
mile, which represents low cost in any language. 

That rubber has been plentiful is clearly evidenced by even 
the most cursory review of the rate at which it has been pro- 
duced and of the prodigality with which we of the United 
States have used it. In 1915 the world production was only 
150,000 tons. Production doubled to 300,000 tons in 1920, 
and in 1941 the world produced perhaps 1,500,000 tons. Ten- 
fold expansion in twenty-six years is a remarkable growth. 
The tonnage achieved is even more impressive when it is recog- 
nized that aluminum, in this year of grace, and after all the 
expansion that has taken place, is being produced at only about 
half this rate. 
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The prodigality with which we have used our largest single 
item of import is rather shocking — now that drastic rubber 
shortage is upon us. A number of my friends, who work in 
the rubber industry, have made it a practice to have their tires 
retreaded at least twice, thereby doubling the number of miles 
that they could drive per pound of rubber used. How many 
in this audience have followed that practice—and how many 
have followed the customary procedure of junking a set of tires 
as soon as the treads wore smooth? 

Another remarkable aspect of the natural rubber situation, 
and one which has in large measure dictated the growth of 
synthetic production, is the price at which the natural rubber 
has been sold. The “have rubber” nations—the British and 
Dutch empires—have produced more than 95 per cent of the 
world’s rubber. The amount produced, as well as the price at 
which it has been sold to the “‘ have-no-rubber”’ nations, has 
been rigidly controlled for many years. Natural rubber for 
considerable periods sold in New York for about 5 cents per 
pound, and it has been stated that this represents something 
more than “ out-of-pocket” cost for the large, low-cost pro- 
ducers. Even the high-cost producers may have earned a return 
on their investment when rubber sold in New York at 6 cents 
to 8 cents per pound, although I understand Mr. Jones stated 
yesterday that about 12 to 15 cents appeared to be a fair price. 
Even in “ normal ” years, the controlled price has been 15 cents 
per pound, and just before Pearl Harbor the price our govern- 
ment was paying was over 20 cents per pound. This controlled 
price situation must be kept clearly in mind, since any large- 
volume producer of synthetic rubber, even if he started manu- 
facture when the natural product was selling at 22 cents, had 
to face the possibility that the “ have rubber” nations would 
consider any such price level unsound, and overnight drop the 
controlled price back to the 5 cents or 10 cents per pound level. 

For years the phrase “ except rubber, tin and manganese ” 
has appeared in practically every discussion of the natural re- 
sources of the United States. About two thirds of the entire 
world production of natural rubber has been taken by the 
United States and, as previously stated, rubber forms our 
largest single item of imports. About 70 per cent of the rubber 
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imported into the United States is used for tires and tubes, and 
30,000 other items consume the remaining 30 per cent. 

Today more than go per cent of the world’s entire produc- 
tion capacity for natural rubber is in the hands of Japan. No 
new natural rubber production of consequence appears to be in 
sight short of a generation of development. This is true for 
the rubber tree and, according to the best information we have 
been able to secure, is also true for the guayule bush and the 
rabbit bush, each of which has been mentioned as (a) solving 
the rubber shortage problem, and (b) failing to solve the rub- 
ber shortage problem. I understand that Mr. Jones stated 
yesterday that rubber from these indigenous bushes probably 
would cost 50 cents per pound, even when produced on a large 
scale. We are inclined to doubt that even by 1946 it will be 
possible to obtain a grand total of much over 100,000 tons of 
rubber from the guayule bush, the rabbit bush and as natural 
rubber from the rubber-producing areas now held by the United 
Nations. 

Our United States economy revolves around rubber to a 
much greater extent than is realized generally, even today. 
Trace through the industries affected and it will become ap- 
parent that not only the rubber industry, the automobile in- 
dustry, and the oil industry, but the whole national economy 
will be upset unless rubber is provided. We have not seen esti- 
mates as to the minimum amount of rubber required to meet 
the needs of the military plus the minimum necessities of war 
industry. However, Mr. Jones has stated that arrangements 
have been made to provide synthetic rubber in the amount of 
700,000 tons annually, and it has been made clear that even this 
amount, for several years at least, will leave little or no rubber 
for any but the most vital civilian uses. Thus basic rubber 
requirements are going to have to be met by drafts on Mr. 
Jones’s stockpile offset by the restricted quantity of rubber that 
can be transported from the countries not yet invaded, plus 
synthetic rubber. 


What Could Have Been Done About It 


In attempting to establish what could have been done by any 
“ have-no-rubber ” nation to protect itself against the possi- 
bility of rubber shortage, it is necessary to review the technical 
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achievements in the field of synthetic rubber production. 
Active research started as early as 1910. During the last 
World War, when Germany was shut off completely from 
rubber supplies, the German chemical industry succeeded in 
developing methyl rubber which, although now recognized as 
a very inferior product, did serve its vital purpose for the 
Germans during that critical period. 

Research in the field continued actively after the close of the 
World War in practically all of the “ have-no-rubber ” nations, 
and numerous synthetic rubbers resulted from this work. The 
most widely known of these is the buna type of synthetic 
rubber developed by the Germans. Other types appear to have 
been developed in Russia. In the United States the so-called 
“neoprene” type of rubber, discovered by Father Niewland 
at Notre Dame, has been developed successfully on a com- 
mercial scale by du Pont. Another type of synthetic rubber, 
called butyl, was developed by the Standard Oil Company 
(New Jersey). None of the synthetic rubbers thus far discov- 
ered can be produced at a cost competitive with the true cost 
of natural rubber. Although general replacement of natural 
rubber (which involves competitive production cost) by the 
synthetic types was the ultimate goal of all technical organiza- 
tions working on the problem, none has yet attained it. The 
cost of producing these synthetic rubbers ranges from perhaps 
as low as 15 cents per pound for one type to possibly as high 
as 40 cents per pound for one of the other types, even on a large 
scale. Buna-S tire rubber can be produced on a large scale 
for from 25 to 30 cents per pound. Hence, under normal 
commercial conditions the producers of these synthetic products 
had to look to specialty markets, where some peculiar, advan- 
tageous quality of the synthetic product would permit its sale 
at a price sufficient to yield a profit. That the synthetic 
products do possess these special quality advantages is evi- 
denced by the fact that American industry, based entirely on 
its own capital, has in operation today synthetic rubber plants 
which are producing at the rate of 25,000 tons of rubber per 
year. This, incidentally, is about the same production that 
Germany is reported to have had in operation at the outbreak 
of the war. 
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In the field of tire rubber, the popular size automobile tire 
contains about twelve pounds of rubber, of which a little more 
than four pounds is in the tread. If this tread, when made 
of synthetic rubber, could be relied upon to run I5 per cent 
further, the buyer would get $2 more value out of his tires. 
For the four pounds of tread material, therefore, there is a 
reasonably wide margin to cover the cost of the synthetic 
product, provided it does give the added performance. Im- 
provements in tire quality resulting from the use of some of the 
synthetic products have been realized in service. Similarly, 
in uses such as vibration dampening as practiced so widely in 
automobile construction —if synthetic rubber, because of its 
high internal friction, proved several times as effective as nat- 
ural rubber in this application, obviously the synthetic product 
could command a price considerably higher than that of the 
natural product. Natural rubber swells badly when attacked 
by oil. Some of the synthetic rubbers, such as neoprene and 
some of the buna products, are remarkably resistant to such 
attack, and hence a ready market has existed here for the syn- 
thetic products. Numerous other examples could be cited and 
the rubber fabricators have willingly paid from 40 cents to 70 
cents per pound for the synthetics for those applications where 
their use reacted to their benefit. 

In addition to these specialty applications of the relatively 
small amounts of synthetic rubber being produced, Germany 
of course proceeded rapidly with application of synthetics in 
tire manufacture. Tires, utilizing the best of the tire synthetic 
rubbers, have been made in this country by all the largest tire 
manufacturers. However, because of the low true cost of pro- 
duction of the natural product, its ready availability in normal 
times, and the rigidly controlled price of natural rubber, it is 
obvious that synthetic production big enough to replace all or 
even a large part of the natural product is possible only with 
the help of a government subsidy. Such a subsidy was pro- 
vided the synthetic industry in Germany because the German 
government felt that synthetic rubber had to be available. 

The fact that these synthetic rubbers have been produced in 
the United States, most of them commercially, since about 1940 
demonstrates that the technique for creation of their raw 
materials, and for the rubber synthesis step itself, is available 
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here. However, the rapid establishment of large-scale syn- 
thetic production still involves the solution of many difficult 
problems. For example, most of the synthetic rubbers not only 
can be produced from gases obtained from petroleum, but must 
be produced from these raw materials if anything like the 
presently contemplated synthetic rubber production is to be 
realized. Large amounts of these raw materials are already 
made in existing equipment in the petroleum industry of the 
country and practically any desired additional quantity can be 
produced provided the necessary plant equipment is installed. 
To produce a ton per year of most of the synthetic rubbers 
requires the investment of from $700 to $1,000. The 700,000 
ton per year program announced by Mr. Jones therefore in- 
volves the investment in steel and other construction materials, 
and labor, of something in the order of $700,000,000. At the 
same time that the synthetic rubber industry makes this demand 
upon the steel mills of the country, the steel industry must also 
supply the metal required for production of ships, tanks, guns, 
explosives plants, aviation gasoline plants and many other 
pressing wartime requirements. If there is enough steel to go 
around for all the war facilities which must be built, then all 
the plants can be completed quickly. To the extent that the 
available steel must be allocated, then some of the necessary 
plants will of necessity be delayed in completion. If any steel 
capacity remains unemployed after these war emergency re- 
quirements have been met, such surplus could be used to build 
plants to make rubber for civilian use. 

If steel and other critical construction materials necessary 
are allocated for construction of plants to make synthetic 
rubber and if skilled labor is available for their erection, these 
plants can be built in eighteen months to two years. Mr. Jones 
has stated that arrangements have been completed with some 
thirty-five different companies to produce 700,000 tons of 
synthetic rubber per year, part of this construction program 
to be completed in 1943 and the entire 700,000 tons to be 
realized during the calendar year 1944. American industry 
can achieve this goal, but only if the materials of construction 
and the skilled labor are made available. As previously 
stated, there are many problems involved in any such thirty- 
to fortyfold rush expansion program but none of them ap- 
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pear impossible of solution. The rubber and oil industries 
have gone as far and as fast toward the creation of ample syn- 
thetic supplies as has been possible under all the circumstances. 
I am sure they will continue to do their level best, but the real- 
ization of the plans of which you have heard so much in recent 
weeks depends very largely on factors which are outside in- 
dustry’s control. 


REMARKS BY THE CHAIRMAN 


CHAIRMAN WATSON: We all greatly appreciate the information 
that we have gotten out of the talk given by Mr. Russell, and I am 
sure that we have a better realization than ever before of all the 
things that must be done before we can produce synthetic rubber in 
quantities that will fill the bill. After hearing Mr. Russell talk, we 
shall probably be more careful about how we drive our automobiles, 
and give our tires a little better chance so that they will last longer. 

Our next speaker, who will discuss “‘ Labor’s View of Wage Polli- 
cies From Now On”, is an important member of the Congress of 
Industrial Organization. At Drexel Institute, at the Wharton School 
of Finance, at the University of Pennsylvania, and by experience as 
a worker in the electrical industry, he equipped himself for the part 
he is playing in the field of labor organization. 

In 1941 he was named as a member of the Production Planning 
Board of the Office of Production Management. He is also an alter- 
nate member of the National Defense Mediation Board, and we all 
do appreciate the codperation between Mr. Carey’s organization and 
the American Federation of Labor which we have been reading about 
recently and the voluntary action on their part to extend greater 
coéperation in the whole Victory program. I am sure that from now 
on we are all going to give more thought to the kind of codperation 
that is being discussed because, as I said in the beginning, this is our 
war. I am very pleased to present to you at this time, Mr. James B. 
Carey, Secretary and Treasurer of the Congress of Industrial Or- 
ganizations. 
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LABOR’S VIEW OF WAGE POLICIES 
FROM NOW ON 


JAMES B. CAREY 


Secretary, Congress of Industrial Organizations 


ABOR’S view of wage policies from now on issues from 

3 a single point—the winning of the war. The war 

will be won by the full use of our productive resources. 

It will require a vigorous, healthy people, inspired by a high 

morale. It will call upon each of us to make necessary sac- 
rifices. 

The primary aim of organized labor’s wage policy in this 
period is to establish for American working people those wages 
necessary to maintain our workers at the highest possible level 
of health, efficiency and morale. We believe that the best 
means of accelerating the production effort is to establish the 
kind of wages and working conditions that are conducive to 
maximum output. Most American workers and their families 
are still living at levels of income wholly insufficient to keep 
up their health, efficiency and morale. No man or woman can 
work when he or his family is undernourished. No worker 
can give his best without adequate medical attention, without 
decent housing, without a fair share of the necessaries of life. 

It is our best judgment, therefore, that within the limita- 
tions of our national economy every worker and his family, 
especially those engaged on war work, must have a real income 
sufficient to maintain the standards we all accept as adequate. 

It is suggested in some quarters, that by seeking to establish 
adequate wage standards labor fails to make its share of sacri- 
fice. If sacrifices on the part of labor mean the breakdown of 
the health and efficiency of American workers, then it is true 
that organized labor opposes this kind of deprivation. We 
believe, however, that labor’s sacrifices are being made in the 
workshop working long hours, coping with the rising accident 
toll, speeding up output. 
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The question of wartime wage policies cannot be separated 
from the other primary factors involved in the war effort. 
It is an economic and social question with material content and 
psychological values. Thus, for example, when corporation 
profit returns for 1941 show a 30 per cent increase over 1940, 
it is hard for a worker to understand why his wages should 
be frozen. And those who raise the cry for elimination of the 
40-hour week either do not know or else are wilfully blind to 
its consequences—a wage cut for workers now working more 
than 40 hours a week. At any rate, it should be evident that 
the 40-hour week is not a limitation on production, but only a 
component of the wage structure of many war industries. 

But I do not propose to discuss here the distorted issues of 
a sound wage policy. I propose rather to set forth some of the 
major principles upon which our views on this subject are 
founded. First, and most important, I want to say that we 
are opposed to any scheme of wage freezing or fixing by legis- 
lative or other decree. In the words of Senator Brown of 
Michigan, who handled the Price Control Bill on the floor, 
and I quote, “ Wage adjustments in this country, as in Great 
Britain, should continue to be made through the normal proc- 
esses of collective bargaining, assisted by the mediatory activi- 
ties of the War Labor Board shortly to be established.” 

The British government has taken the same view in its offi- 
cial white paper on Price Stabilization and Industrial Policy, 
issued on July 22, 1941. It said: 


It is the traditional and well tried practice of the principal industries 
to regulate wages through their joint voluntary machinery for wage 
negotiation. Since the outbreak of war, the existing joint voluntary 
machinery for wage negotiations has operated successfully. Increases in 
wage rates have been reasonable; the authority of the unions in day- 
to-day adjustment of wages and conditions has been maintained; the 
freedom of opportunity to make claims and to have them discussed has 
enabled industrial peace to be maintained. 

The policy of the Government, therefore, is to avoid modification of 
the machinery for wage negotiations and to continue to leave the various 
voluntary organizations and wage tribunals free to reach their decisions 
in accordance with their estimate of the relevant facts. 


We insist upon this basic principle of the adjusting of wages 
through collective bargaining because it preserves necessary 
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flexibility and essential freedom. It is responsive to the eco- 
nomic factors of production, and it will not interfere with war 
production. 

I emphasize this last point to remind you once again that 
labor has surrendered for the duration its right to interrupt 
production to win bargaining agreements. Labor has kept its 
pledge. Strikes today are insignificant and they will be 
more so. At the recent C.I.0. Legislative Conference in Wash- 
ington, attended by 500 delegates from every branch of the 
C.1.0., we reiterated that pledge and swore to fulfill it. Wage 
freezing by edict is unnecessary. It is arbitrary and regiment- 
ing. The institutions of collective bargaining represent a con- 
fident exercise by management and labor of the faculty to meet 
and settle their problems. No decree or administrative agency, 
or statement of policy could be substituted for the multiple 
arrangements in mines, mills and factories throughout the 
nation under which collective bargaining committees of man- 
agement and labor have been established. These arrangements 
and these committees operate under the final authority of the 
representatives of the War Labor Board. 

It is a sound procedure. It has worked in Great Britain. 
We have every reason to believe it can work here. 

The argument for wage freezing by decree or declaration 
of policy is not only directed against the procedures of collec- 
tive bargaining, but it also aims at the establishment of a sub- 
stantive wage policy. This policy is one of wage freezing. 
Labor is opposed to wage freezing. We view the issues in the 
following way : 

First. At the present time corporations are able to pay sub- 
stantial wage increases. The record of business earnings in 
1941 and so far in 1942 is ample proof of that fact. Despite 
increasing taxes, the earnings of enterprises in war production 
have increased substantially. Let us not be deceived by public 
reports which may show lower earnings after taxes. These 
reports often conceal tremendous profits in hidden and un- 
necessary reserves. Thus, for example, while Bethlehem Steel 
Corporation reported only 34% million dollars in net profits 
after taxes for 1941, an analysis of its financial statement shows 
that an additional 29 million dollars is kept in so-called special 
reserves and emergency funds. 
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Second. In addition to industry’s ability to pay wage in- 
creases out of its profits, it can provide wage increases without 
any increase in costs. In other words, substantial wage in- 
creases will not require price increases. We rest our position 
in this regard upon two factors: increased productivity per 
man-hour and lower cost per unit of production with full pro- 
duction. In the steel industry, for example, during the last 
eight years labor cost per ton of steel declined 21.9 per cent, 
although average hourly wages rose 68 per cent in the same 
period. Like many other industries, steel was geared to profit- 
able operations at 50 per cent of capacity operations. Its 
price structure is based upon scarcity production. But now 
with operations over 95 per cent and frequently at 100 per cent 
of capacity, industry can easily share the benefits of increased 
productivity and full production with its workers. It is a fair 
and equitable thing for it to do. 

Third. In addition to the ability of industry to pay wage 
increases and to support the cost without increasing prices, 
there is the factor that wage increases will be required to 
prevent a decline in the vigor and morale of our labor forces 
in the battle of production. The best figures on a minimum, 
decent standard of living were made a few years ago by the 
Heller Committee. These figures adjusted to present-day prices 
call for an annual income of $2,500 for a family of five. The 
fact is that 70 per cent of American families receive less than 
$2,000 a year and 34 per cent less than $1,000. We start then 
with a standard of living for wage-earners which is less than 
enough to provide healthy vigorous workers. In addition, 
since the recent wage increases were granted in the spring and 
summer of 1941, the cost of living has substantially increased 
and eaten up these money increases. 

The Bureau of Labor Statistics shows a 13 per cent increase 
in the cost of living since March 1941. But this figure is only 
a very general index. More accurate analysis shows a greater 
rise in the cost of living to wage-earners on the following 
basis: Sixty-five per cent of the wage-earners’ income goes 
into food, clothing and shelter, and these items have increased, 
not 13 per cent, but 25 per cent, and as high as 50 per cent in 
the case of staple foods like potatoes and eggs and rents in 
congested war production centers. Medical care of the Amer- 
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ican people is utterly inadequate. The alarming percentage of 
draft rejections is proof of this. The loss in production due 
to illness has been estimated at ten days per worker, per year, 
and this loss lays a terrific toll on our production. At present 
costs, it would take $400 a year adequately to provide dental 
and medical care in wage-earners’ families, but now they can 
spend only $75 a year. 

We have, moreover, to take into account the increasing taxes 
burdened upon low income groups. This burden, according 
to the TNEC study, has always been high. With the 1941 
revenue bill and the tax proposal for 1942, it will be more. 
We must remember, too, that many American families are still 
burdened with debts from past years of unemployment. It is 
argued that price controls will protect the worker against any 
further increases in the cost of living. In fact, however, it is 
conceded that costs of living will go up at least a further 10 
per cent before price controls become effective. These factors 
then sum up to the necessity for improvement in wages in order 
to prevent a serious decline in the health and morale of the 
working forces of our nation. Together with the ability of 
industry to pay wage increases without increasing costs and 
prices, we have laid the foundation for a sound wage policy 
geared to the needs of the nation. 

We then come to the question which has been most seriously 
advanced against a policy of wage increases. This argument 
is that diversion to war production reduces the amount of con- 
sumer goods. This will mean that there will be an excess of 
consumer income and the result will be a dangerous inflation- 
ary condition. No group in the population has more to fear 
from inflation, no group suffers more severely than organized 
labor. 

We have considered this problem most carefully, and I sub- 
mit to you these views. 

First. We are opposed to wage freezing and to flat reduc- 
tions in mass purchasing power as a method of reducing the 
demand for consumer goods because it is a retrogressive and 
arbitrary method. It means that the well-to-do groups will 
give up comforts and luxuries, but wage-earners must give up 
the necessities of life: food, clothing, housing and medical care. 
This will seriously impair the war effort which requires vital 
energies for production. 
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Second. A flat reduction in mass purchasing power misses 
the point of our economic situation. The strain on our economy 
comes from shortages. But these shortages are in specific 
goods, and in specific means of transportation. We do not 
have enough copper, steel, tin, pig iron, magnesium, nickel, 
aluminum and other metals. We do not have enough wool, 
silks, rubber, burlap, and some drugs and chemicals. We have 
cut off the production of many consumer goods. There will 
be no more refrigerators, radios, phonographs, automobiles and 
washing machines. But with few exceptions such as tea and 
sugar, we have ample food. Our granaries are bursting. We 
have cotton, wheat and other cereals. The ordinary household 
may face a shortage of fuels such as coal and oil due to trans- 
portation, but other services are more than ample. Telephones, 
water, laundry, matches, clothes pins, wooden articles of all 
kinds, glass and pottery can be increased. Cotton clothing 
and shoes can be made to fill all reasonable consumer demands. 
We can provide medical care, tobacco, books, soaps and toilet- 
ries, recreational and educational activities. All these things 
are things wage-earners buy. The point I wish to emphasize 
is that we can produce these things without any significant 
drain upon our war effort. On the contrary, a healthy, vigor- 
ous working force is essential to our war effort. Our problem 
today is not one of limited resources or labor supply, but rather 
the organization and use of our resources. The production of 
specific and needed goods is not held up by shortages, but by 
specific bottlenecks in production. We have overcome business- 
as-usual in war production to a large degree. We need to do 
the same job in essential civilian production. 

Let me repeat again that families with incomes under $2,500 
a year spend 65 per cent of the income for food, clothing and 
shelter, and the balance can readily be absorbed by taxes, 
recreation, medical care, savings and education. There can be 
extra milk for the children, beef instead of pork, and a cigar 
and a beer for the head of the family, teeth can be filled and 
tonsils removed. We can have more shoes and more clothing 
and the services for personal care and cleanliness. We can and 
we must attend to the well-being of our people without divert- 
ing from war production. We can eliminate gadgets and 
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provide the simple elements of a healthy, sane life for our 
people. 

The fact is that a blanket wage decrease reduces mass pur- 
chasing power, but it will not reduce the demand for articles 
that compete for war production. 

I do not wish to be misunderstood — labor is prepared to 
make all necessary sacrifices willingly, but it is not willing to 
permit bottlenecks in production that cause unnecessary and 
severe hardships. We are for full production. We have pro- 
posed measures looking toward full production. We are against 
bottlenecks that prevent the use of skilled laborers existing in 
minority groups, such as Negroes. We have pointed to the 
fact that in the New Jersey area only 50 per cent of potential 
facilities are being utilized, and our report was confirmed by 
Mr. Nelson. We are urging upon the army the use of a stand- 
ard engine in tanks of the same type. At present these tanks 
are being made with different engines by different companies. 
The result is to cause a hopeless maintenance problem when 
these tanks are actually in combat. It is also wasteful. We 
have prepared labels with black borders carrying the legend: 
“This machine is working for Hitler”, and these labels will 
be placed on every idle machine. 

By the same token, we must organize our production for 
essential civilian needs. Let me cite a clear example. The 
great Ford bomber plant at Willow Run, thirty miles outside 
Detroit, is nearing completion. It will require about 100,000 
workers, the majority of them with families. Housing for 
these workers is as important to the production of the bombers 
as is aluminum. We have undertaken to plan full production 
of aluminum. We have not done so for housing. Yet we 
have potential building materials, using substitutes for metals, 
to do the job. But it will be done only by planning, from the 
timber forests and glass factories to the point of fabrication 
and erection. And a sound wage policy with common sense 
organization will provide workers with good homes, good diets 
and adequate clothing so that they can produce bombers and 
yet more bombers. 

Our views on wage policies from now on are, therefore, 
based upon a consideration of the total factors for production 
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in the winning of this war. We insist that the procedure for 
the determination of wages should be made through the insti- 
tution of collective bargaining under the War Labor Board, 
with a guarantee against any interruption of production for 
any cause. We are opposed to wage freezing because we think 
it is economically unsound and socially unjust, and it impairs 
the vitality and morale of our production forces. We rest our 
views upon an appraisal of the production forces of our nation. 
We submit that upon these factors, wage policies can be deter- 
mined through collective bargaining that will provide justified 
wages and necessary increases to take up essential goods. 

A wage policy of this kind must be codrdinated with effec- 
tive price controls, equitable rationing of scarce articles, and 
full use of our productive resources. 

It will have a single objective, to win the war. 


REMARKS AND DISCUSSION 


CHAIRMAN WatTsON: Mr. Carey, we wish to thank you for pre- 
senting the side of labor in connection with the Victory program 
because we all realize and appreciate the importance of labor. 

I feel that I can speak for every thinking American when I say to 
you that no one wants to do anything, desires to do anything that 
would cause a working man’s family to suffer from lack of food or 
clothing or medical care, nor do we want our workmen in this coun- 
try to work under conditions that will impair their health. I am 
sure from the discussions that have been going on, and with real 
honest codperation on both sides, that those matters which may look 
like problems today will be regarded as only propositions and will be 
worked out on a basis that will be fair and satisfactory to everyone 
in the country, because we must march along together to Victory! 


Mr. L. R. Gwyn (Scarsdale, N. Y.): May I ask the speaker a 
question ? 


CHAIRMAN Watson: What is your business, Mr. Gwyn? 


Mr. Gwyn: I am a member of the Academy. 
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CHAIRMAN WATSON: Are you a manufacturer or an employer? 


Mr. Gwyn: No, I am just a member of the Academy. I would 
like to ask the last speaker if he would be good enough to tell us 
specifically the sacrifices that labor is prepared to make. 


CHAIRMAN WATSON: I think the speaker stated that labor was 
willing to make any necessary sacrifice for the carrying-out of the 
Victory program. 


Mr. Gwyn: But he did not specify them, and I did not under- 
stand what those sacrifices were. 


Mr. Carey: If I may, I will attempt to specify them. Labor 
knows this is labor’s war. Labor is going to shed blood. Labor will 
sweat on the production line, because it is labor—both farm and in- 
dustrial—that produces the goods that make it possible to conduct 
this war. Labor not only produces the goods but labor delivers the 
goods and labor mans the guns on the battlefield. There is no way 
of specifying all the things that labor will willingly do to see that 
this nation remains a free nation, for laboring people have little more 
than their liberties and when they lose their liberties, they lose every- 
thing they have. 


CHAIRMAN WATSON: Thank you very much! 

We now come to our last speaker, and the final topic of this dis- 
cussion is “‘ Using the Technical Resources of the Country”. Our 
speaker has the advantage of both technical knowledge and wide- 
spread experience. He has been professor of mathematics, physics 
and mechanical engineering in several of our institutions of higher 
learning, and now is president of one of America’s outstanding engi- 
neering and technical institutions. 

In addition to his qualifications as an educator, he has seen prac- 
tical service as an engineer with a number of our great business cor- 
porations and with the United States government, holding at one 
time also the presidency of the American Society of Mechanical Engi- 
neers. He is well known to everyone in this vicinity and to everyone 
in the scientific world, not only in our country but in all of the 
foreign countries. We are very fortunate in having with us today 
Dr. Harvey N. Davis, President of Stevens Institute of Technology. 
Dr. Davis! 
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USING THE TECHNICAL RESOURCES 
OF THE COUNTRY 


HARVEY N. DAVIS 
President, Stevens Institute of Technology 


r | NAHE technical resources of the nation may be roughly 
considered as of four kinds the raw materials that 
must go into production, the plant and other facilities 

for production, the skilled labor needed for production, and 
the technically trained brains. Each of these first three kinds 
of technical resources has been touched upon in at least one of 
its phases by one of our preceding speakers, so I do not need 
to talk about them and, unfortunately, I could not, even if you 
wanted me to. 

I am going to confine myself to a discussion of the full use 
of technically trained brains. There are two kinds of techni- 
cally trained brains to be considered — the research group of 
brains and the brains in active production. 

I am going to say very little about the research group of 
brains. They are to be found in the great research laboratories 
of industry and in the colleges. They have already been very 
largely mobilized in the job of developing new techniques and 
new methods of warfare. It has been estimated that something 
like 80 per cent of the physicists of the country, who are men- 
tioned in the American Men of Science as among: the leaders 
in that profession, are now engaged on research projects 
directly connected with the war — most of them taken away 
from their normal connections altogether and put into labora- 
tories especially founded for this purpose. The proportion of 
so-called starred chemists in that same book, who are in war 
production, is well over 60 per cent. 

I want to say, in passing, only one thing about the best use 
that we can make of these research brains. At the present 
time, practically all of our research brains have been shifted 
over to war research. Some day this war is going to be over, 
and we are going to be faced by a tremendous problem of 
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reabsorbing into peacetime industry all the men who have been 
shifted into war industry for the duration. For that purpose 
we must do some careful planning, and not the least part of 
that planning is the development, even at this time, of new 
products and of new uses for old products, which can be the 
basis of a great expansion of peacetime industry when the time 
comes. 

It is regrettable that any company now should be diminish- 
ing its normal amount of research for its own purposes. It is 
inevitable that that should be true because there are not enough 
research brains to go around, and the war effort is demanding 
all that it can get. What I am really saying is that at this 
time we should make unusual efforts to develop new research 
brains for use as soon as they can be trained, both in the war 
effort and in industrial research, looking forward to the peace 
reconstruction period that ought to be planned for, even in the 
midst of war. 

And now I think I have got my subject whittled down to a 
point where I can begin to handle it. It is the problem of best 
using our technical resources of trained brains in the produc- 
tion process. 

This is a technical war. If we lose it—and it is not impos- 
sible, unfortunately, that we can lose it—if, during the next 
two or three years we find ourselves going through dark days— 
and it is by no means impossible that we shall have to go 
through some very dark days—the reason will lie not in the 
way in which our armed forces are handling themselves, but 
in the fact that the factories of America have not been able to 
produce enough for the armed forces to use. 

This war is going to be lost, if it is lost—this war is going 
to be delayed and we are going to meet catastrophes, if that 
turns out to be true—because of the inability of our factories 
to produce as much as we wish they could. That is, to my 
mind, the crux of the situation. 

I want to begin my discussion of that problem with some 
ancient history. Back in October of 1940, when the war in- 
dustries training program—it was then called the defense indus- 
tries training program—first started, nine engineering schools 
in this New York area got some money from the Carnegie 
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corporation and put a half-dozen men out into the field for two 
weeks of intensive interviewing of executives in the defense 
industries, in an effort to find out what the probable needs of 
those defense industries for engineers were likely to be during 
the following year. 

Seventeen industries were pretty carefully investigated. The 
aircraft industries were, of course, the most spectacular. Let 
us forget them for the moment. In the other sixteen indus- 
tries, a year and a half ago, we found a great many industrial 
executives who had not yet begun to sense what was going to 
be required of them. In one case, I remember, we were told 
that they were getting on very nicely, thank you, and did not 
need any more engineers than they had; but before our two 
weeks of interviewing were over, we got a telephone call from 
them saying: “ We have just had a subcontract sent down to 
us by so-and-so for so-and-so many thousand gears, and we 
are stuck. Where can we find some men?” That inability to 
forecast the future was quite common through these other six- 
teen industries. 

Notwithstanding that fact, they estimated their needs at 
about 1,500 cub engineers, new engineering graduates, during 
the year following October 1940. At that time, the nine engi- 
neering colleges expected to graduate in this area about 1,200 
engineers; and of those 1,200 engineers, something like a 
quarter were already under obligation through ROTC or other 
commitments to enter either the Army or the Navy. 

The aircraft industry, as I say, was in quite a different 
situation. In an industrial census of this area, dated 1937, it 
was said that the aircraft industry of the New York area had 
less than 500 employees. In October of 1940, we found 33,000 
employees; and the companies which reported to us said they 
expected to be anywhere from two to six times as big a year 
later. They also told us that about one tenth of their total 
number of employees were, or ought to be, technically trained 
men. 

The figures that were reported by the individual companies 
were gone over by Professor Ennis of Stevens Institute and 
he came to the conclusion that, in that one year now past, the 
aircraft industries of this area would need about 15,000 young 
engineering graduates. 
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The same figures were gone over by Professor Busse, of the 
Newark College of Engineering, without realizing that Pro- 
fessor Ennis had done it, and he came back with a figure only 
10 per cent smaller—that about 13,500 engineering graduates 
would be needed. But all of the engineering schools of the 
United States put together were expected to graduate some- 
what under 12,000 men. In other words, in that one industry, 
in this one area, the indicated need was larger than the whole 
production in the whole United States of engineering grad- 
uates. 

All of that is ancient history now. Lots of things have 
happened since October 1940. To try to get at some picture 
of what is needed today, let me do some mental arithmetic 
with you. Back in the days of World War I, it was said that 
it took from six to eight men to back up each fighting man. 
In this war, it has been estimated that it is going to take from 
sixteen to eighteen men to back up each fighting man. 

Some of you may be old enough to remember a song about 


“the man behind the gun”. The real worry in this war is 
going to be about the seventeen men behind the man behind 
the gun. 


It may occur to you at once that that ratio of seventeen- 
to-one is queer. If we are going to have an army of seven or 
eight or nine million, and if you can do the arithmetic fast 
enough, you will find that seventeen times, let us say, nine mil- 
lion is more than the whole population of the United States. 
We just cannot talk such figures at all. 

I suspect that the answer is that of the seventeen men behind 
each man behind a gun, some are also in uniform, although 
not fighting men. I have been trying to get an estimate—so 
far, unsuccessfully — of what fraction of a modern army is 
actual combat force. Let us say that half of a modern army 
is combat force and the other half is supply, transportation 
and all the other auxiliary services. Then one fighting man 
is backed up by another man in uniform in the army and only 
sixteen outside, and the ratio is eight to one. But eight to one 
with an army of nine million is still impossible in this country, 
so far as I can make out. 

Let us make a still more conservative assumption. Let us 
say that only one third of a modern army is combat force and 
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two thirds of it are supply, procurement and all that sort of 
thing, but still in uniform. Then one man behind a gun, two 
other men in uniform to back him up, and fifteen outside, 
mean that the industrial force has got to be five times as large 
as the nominal size of the complete army. That is beginning 
to make sense. If we have an army of four million, five times 
four million is twenty million, and twenty million is not an 
impossible number of people in the war production industries. 

But, our war production industries have got to be the arsenal 
of the democracies. We must supply not only our four million, 
but at least as many more in the armies of our various allies. 
Great Britain, Russia and China all need our industrial back- 
ing. If there are as many of them as of our own army to be 
equipped, eight million times five means forty million people 
in war industry, and that is barely possible, but not much more 
than possible. 

Let us go a step further with this mental arithmetic. If one 
tenth of these forty million industrial workers must be techni- 
cally trained, that means that we need four million technically 
trained people in the war industries. I suspect that figure of 
one tenth no longer holds. As the producing units get larger, 
the proportion of planning and supervision and so on at the 
top gets smaller, relatively. 

I checked up a month or two ago, through a friend, on the 
situation in one of the large aircraft companies in the West, 
and it appeared that about one twentieth of their employees 
were technically trained, as of their present size. If we are 
talking forty million in all in industry to back up our army 
and the armies of our allies, and if we accept this ratio of one 
twentieth, that means we ought to have two million technically 
trained people in industry. 

Now, what is the supply? The engineering schools at the 
moment are graduating, as I have said, something like 11,000 
or 12,000 people each year. Going back over many years, 
10,000 is a very generous estimate of averaged graduations. 
But even with this average, and even assuming that every 
engineer who ever graduated from an engineering school dur- 
ing the last fifty years is still active and alive and on the job, 
you have only 500,000 engineering graduates in the country. 
I think the right figure is more nearly the 300,000 that Mr. 
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Leon Henderson is quoted as having mentioned a month or 
two ago, as the number of engineers in the United States. 

I have heard two versions of what he next said. After say- 
ing that there are 300,000 engineers now, according to one 
informant, he said there ought to be 600,000, and according 
to another informant, he said there ought to be 600,000 more. 
It does not much matter which version you accept. In either 
case we are facing a terrific shortage of engineers. 

I am, you will say, confusing engineering graduates with 
technically trained people in general. It is true that there are 
a lot of technically trained people of one kind or another in 
the war industries who never graduated from an engineering 
school. There are a lot of draftsmen; there are a lot of in- 
spectors of various sorts; there are a lot of engine-testers; 
there are a lot of other sub-professional people who ought to 
be included among the technically trained people. I do not 
know how many of them there are, but it is my personal 
opinion that there are probably not more than about 700,000 
of them in the country. The largest estimate that I have had 
from anybody came from my good friend Dr. Williston who 
is here today. He once said he thought there might be as 
many as a million of them. In either case there are not more 
than 1,300,000 technically trained brains in the country, in- 
cluding the engineering graduates, and a moment ago we con- 
cluded that we needed 2,000,000. The discrepancy, no matter 
which set of figures you take, is a very large one. Somehow, 
we have got to find from a half-million to a million technically 
trained people of various levels of proficiency, or we must, by 
a great subdivision of their tasks, substitute for some of them 
less well-trained people. That is the problem that we are up 
against. It is the problem of a tremendous shortage of tech- 
nical brains in the war industries. 

I believe that this shortage of technical brains has been, 
during the last year, one of the very impo:tant factors—I was 
almost going to say the most important factor—in whatever 
bogging down there may have been in the war production 
program. I have been told by one of the high officials in one 
of the aircraft companies that, in his opinion, the one reason 
why the aircraft companies have not expanded even faster than 
they have — and their expansion has been phenomenal — has 
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been that the men at and near the top, who had to do the plan- 
ning for the expansion, simply could not think any more 
thoughts and make any more plans per day, because of the 
limitations of physical and mental stamina. If we could have 
had at or near the top of those companies twice as many men 
of similar caliber, the expansion might have gone forward even 
faster. 

I suspect that this shortage of technically trained men in the 
United States over the past year has accounted for a good 
many things that the public has ascribed to shortages in raw 
materials, shortages in machine tools, shortages in planning 
ability in Washington, or in this, or that, or the other spot, 
when it was really the fact that there just were not enough 
trained people to do any more thinking than actually was done. 

Now, what are we going to do about this shortage of tech- 
nically trained people? I want to say just three things about 
it, and then I am done. 

In the first place, there is going on, and has been going on 
since January of 1941, a very considerable training program 
all over the country, which has been called the defense indus- 
tries’ training program, and which will soon be called the war 
industries’ training program. 

That training has been of two sorts: first, in-service upgrad- 
ing training, part time, mostly at night, to take people already 
in the employ of industry and make them capable of carrying 
on higher and more difficult jobs than they already had, and 
second, full-time preémployment training, done largely during 
last summer, but to a certain extent throughout the year, in 
the engineering schools. 

We, at Stevens, have put through something like 500 men 
of each of these groups during the last fifteen months, and 
that, for a college with a normal undergraduate enrollment of 
only 600, is doing pretty well. 

The interesting thing about this preémployment training is 
that, at the moment, in this area at least, we and the Defense 
Training Institute in Brooklyn, which is run jointly by the 
eight engineering schools of Manhattan, have pretty well 
skimmed the cream of those people who are suitable or avail- 
able for full-time preémployment engineering training. Now- 
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adays, industry is taking them as soon as they graduate from 
high school and putting them to work immediately. 

There seems, to some of us, to be only one answer to that 
problem, and that is to train a lot of the potentially good 
technical brains that are to be found among the women of the 
population. The employment of women by industry is a mat- 
ter which has changed very rapidly in this area since Pearl 
Harbor. During November, comparatively few industrial 
firms were using women on a large scale, except in certain 
sorts of production work at the bench, where the high finger 
dexterity of women in general had made them the accepted 
sort of employee for many years. Since Pearl Harbor, there 
has been a very great increase in the interest which employers 
in this neighborhood are showing in the possibility of employ- 
ing women in a lot of kinds of work for which, previous to 
November, they would not have considered them at all. 

This use of women as skilled workers is tremendously im- 
portant, but it is not what I am thinking of. I am thinking 
of the possibility of training women for the sub-professional 
kinds of technical engineering work that are required, so that 
they may be, not among the nineteen out of twenty non- 
technically trained employees of the war industries, but among 
the one in twenty that we are thinking about today. 

On February 2, at Stevens, we started thirteen young 
women, practically all of them college graduates, many of them 
having concentrated in college in either mathematics or physics, 
on a three-months’ full-time preémployment course that we call 
an introduction to engineering. It is intended to give them 
an engineering orientation that will enable them to use their 
already well-trained brains in some war-production industry. 
We hand-picked that first group because we knew that they 
will have to pioneer, in the industries of this area, the whole 
idea that women can be used for at least sub-professional engi- 
neering work. Indeed, one of our instructors told me that he 
thought that we had picked not a course, but a chorus. But 
they have done a grand job. 

On March 30 we started another group of twenty-five 
women and fifteen men on this same preémployment training. 
I hope that we shall start a much larger group of women late 
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in June, when the high schools are turning out a new crop of 
promising people. 

The same thing is being done at the Defense Industries 
School in Brooklyn, under the auspices of the eight Manhattan 
engineering schools. I feel certain that it is going to sweep 
the country as a partial answer to the dwindling supply of 
men capable of taking training for sub-professional engineer- 
ing work. 

The second thing that I want to say about this whole matter 
deals with the problems that the engineering schools face with 
respect to their regularly enrolled, full-time students. There 
has been a great deal of talk lately about the fact that if we 
are going to have these young men studying engineering in the 
regular way, we ought to make them available to industry just 
as soon as possible, and several schemes have been proposed 
for accomplishing that desirable end. 

One of those schemes, which is very commonly approved, 
I like to call the accelerated-study program. According to 
that scheme, the long summer vacations, that have been cus- 
tomary in colleges, are to be replaced by study twelve months 
a year, say three terms of sixteen weeks each per year, with 
very short vacations. According to that plan, a young man 
can do what we have regarded as four years of work in three, 
and if he enters in the summer of 1942, he ought to be avail- 
able in 1945 as a full-fledged cadet engineering graduate. 

To some of us that scheme seems to have two disadvantages. 
In the first place, many of us are afraid that attempting to 
carry the pace that is demanded of men in any modern school 
of engineering for forty-eight weeks a year is going to make 
those young men go stale. There has been some experience 
of that sort here in New York, where young men taken into 
college in February, after a term of high school, have done 
their freshman year’s work during the spring and summer and 
gone into their sophomore year in the fall. Over and over 
again young men with good high school records have gone 
stale on that program along about Thanksgiving of that second 
year, and not one of those young men who were consulted re- 
cently in that college would vote for a voluntary speed-up that 
would involve four consecutive terms of work for present 
juniors. 
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The other reason why some of us are a little afraid of the 
so-called speed-up or accelerated-study plan is that a man by 
the name of Donald Nelson, of whom some of you may have 
heard, not so many weeks ago made an appeal to the American 
nation, in which he said: ‘‘ This year, 1942, is the critical 
year in the history of this nation. One weapon produced in 
1942 may be worth ten produced in 1943 or 1944.” If we 
take in a group of new freshmen this year and push them 
through the regular speed-up, they cannot possibly get into 
industry and start producing weapons before 1945. 

We are, therefore, wondering, to paraphrase Mr. Nelson’s 
statement, if perhaps even one partially trained freshman in 
1942 may not be worth ten cadet engineers graduating in 1945, 
in the war effort of this country. 

And so a lot of us—I heard a list of fifteen or sixteen col- 
leges this morning—are thinking about some way of making 
our present undergraduates and the new freshmen of this 
summer available in humble technical jobs in the war indus- 
tries, part time in the immediate future. 

At Stevens, we are announcing a three-term codperative 
plan whereby one third of each class will work for four months 
of each year in a war industry and study the other eight 
months, the work periods being staggered through the year so 
as to provide a steady stream of undergraduates in industry. 
By this plan we expect to be able to make available to the 
war industries of this neighborhood about the same number of 
man-hours of extra sub-professional technical service during 
the rest of this current year, 1942, as one of our senior classes 
can produce in a full year of work. During the calendar year 
1943, we expect to make available about twice as many man- 
hours of sub-professional service as a typical senior class can 
produce in a year of work. 

There is one other aspect of this whole question of acceler- 
ated-service versus accelerated-study that I want to bring out. 
While a college is going over from the four-year training 
period to the three-year training period, it is making men 
available more quickly for industry. It will take three years 
to finish that shift-over, so that everybody is on the three-year 
basis. Thereafter, so long as this war lasts, if it lasts longer 
than three years, there will be no further advantage from the 
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accelerated-study plan, and the net effect of it will have been 
to produce one extra senior class, and that is all. 

Of far more importance to the country would it be to have 
every engineering school in the United States take in this sum- 
mer a freshman class twice as large as normal, if that were 
possible, because that rate of entrance into engineering educa- 
tion would double the output each year from the time these 
young men graduate until the end of the emergency, whenever 
that may be. 

Instead of discussing whether accelerated-service or acceler- 
ated-study or this or that educational device is preferable, all 
of us should persuade every young man that we know, who 
has what it takes, to get into training in some engineering 
school just as rapidly as possible. If all the colleges of the 
United States could have 50 per cent, 75 per cent, 100 per cent 
more freshmen next fall than usual, and particularly if those 
young men can very soon be put into part-time service in war 
industries, we shall have made, I think, a very real contribu- 
tion to the solution of this shortage problem. 

One last thing I want to say: If this shortage of technically 
trained men is as serious as I hope I have persuaded you it is, 
then every young man in training and every young man in 
industry, even those who are just entering industry, is more 
useful to the country on the technical side of production than 
he is in our drafted army. 

I tell my students that I am not in the least interested in 
whether they get shot up or not. All I am interested in is to 
win this war! But I believe that they will do more to win this 
war if they let me ask for draft deferment—if they demand 
that their employer, if they are out in industry, ask for draft 
deferment — than if they get patriotic and accept the call to 
combat whenever it comes. 

I believe also that any industry which has young men with 
engineering training in it, whom it is willing to regard as not 
essential, and therefore is willing to let go under the draft 
without protest, ought to turn those young men loose and send 
them to some other firm that badly needs them before the draft 
gets them. I say all this, realizing that the armed services 
need a certain number of technically trained men for their 
own purposes, but it is my belief that the war industries need 


[98] 


No. 1] USING TECHNICAL RESOURCES 99 


them at the present time very much more than the Army does. 

It is also my belief that, as things are now set up, the Army 
is not clever in using such technically trained men as it drafts 
to the full extent of their abilities, whatever those may be. 
The Navy has done a much cleverer job in making full use of 
the technical abilities of everybody that it gets hold of; and 
for that reason, we, at Stevens, put 20 men out of 113 seniors 
last June into the Navy, they receiving their commissions on 
Commencement Day on the Commencement platform. 

All this is important because recently the Office of Selective 
Service issued a new directive to all the local draft boards 
saying, in effect, “‘ Hereafter, no college freshman or sopho- 
more is to receive any deferment whatever.” The trouble 
with that directive is that it is a blanket directive covering far 
too wide a field. It is probably true that a healthy young man 
who intends to concentrate on, let us say, Provengal poetry will 
do the country more good in the Army than he will by pur- 
suing his studies in peace. On the other hand, it is, I think, 
true that a young man who is preparing himself for technical 
service in a war industry will do the country more good by 
finishing his training than he will in the Army, particularly 
if, as he goes along, he is contributing one third of his time to 
active service in a war industry. 

I hope that every one of you here will realize what that is 
going to mean to the already inadequate supply of technically 
trained people in the war industries and will use such influence 
as you have on your own draft board, if you are a member 
of it, or by conversation with it if you know it, to emphasize 
the fact that this country badly needs technically trained men 
on all levels from full engineering graduates down to the 
humblest kind of draftsmen it can get, because only by empha- 
sizing that to your local draft boards will you be doing what 
I think is the most patriotic service that you can render with 
respect to this particular problem. 
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REMARKS BY THE CHAIRMAN 


CHAIRMAN WatTsoN: Dr. Davis, we all owe you a debt of grati- 
tude for enlightening us along many lines. 

As you were speaking, I was impressed by the fact that we are 
graduating from our institutions of higher learning more than 300,000 
men and women each year and in the technical institutions we are 
graduating only between 11,000 and 12,000. Let us all take that 
thought home with us and see what we can do to guide more young 
men into the technical institutions where they are so badly needed, 
because that is the bottleneck of progress today, in my judgment— 
the shortage of technically trained men. 

I pay tribute to the institution which Dr. Davis heads, and to his 
personal work in developing it and to his achievement in getting 
others interested in it. 

Let us support the technical institutions and see that we give more 
men the technical training that is going to be needed after the war. 
That is another thought that Dr. Davis gave us, that we want to 
think about. 

It reminds me of Dr. Kettering, head of the General Motors Re- 
search Corporation. In stating his definition of research, he said: 
“ Research is simply to find out what you are going to do when you 
can’t keep on doing what you are doing now.” 

That puts every one of us under the head of research engineer, 
because not one of us is willing to leave this room and say we want 
always to continue doing what we are doing now. We need research, 
first, in connection with the Victory program, and, secondly, in plan- 
ning what we are going to do to reconstruct things in our country 
and throughout the world, after the war has been won. 

I thank you for the attention which you have given to this discus- 
sion, and again I thank all of the speakers for what they have con- 
tributed to the success of the meeting. I congratulate the Academy 
that made it possible for all of us to be here. 
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